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BEFORE THE ARIZONA CORPORATION COMMISSION
COMMISSIONERS

MIKE GLEASON, Chairman
WILLIAM A. MUNDELL
JEFF HATCH-MILLER
KRISTIN K. MAYES

GARY PIERCE

IN THE MATTER OF THE APPLICATION OF
ARIZONA PUBLIC SERVICE COMPANY FOR | DOCKET NO. E-01345A-08-0172
A HEARING TO DETERMINE THE FAIR

VALUE OF THE UTILITY PROPERTY OF THE

COMPANY FOR RATEMAKING PURPOSES, AFFIDAVIT OF
TO FIX A JUST AND REASONABLE RATE OF DONALD E. BRANDT IN
RETURN THEREON, TO APPROVE RATE SUPPORT OF APS’S MOTION
SCHEDULES DESIGNED TO DEVELOP SUCH | FOR APPROVAL OF INTERIM
RETURN RATE

General

1. My name is Donald E. Brandt. I am President and Chief Executive Officer
of Arizona Public Service Company (“APS” or “Company”) and President and Chief]
Operating Officer of Pinnacle West Capital Corporation (“Pinnacle West”). I am
responsible for all aspects of APS operations, including generation, transmission,
distribution, customer service, and for general administrative functions. My business
address is 400 North Sth Street, Phoenix, Arizona, 85004;

2. The assertions of fact contained within the Company’s Motion for Approval
of Interim Rate and Preliminary Order (in the form of an interim base rate surcharge of]
$.003987 per kilowatt-hour (“kWh™) to be effective upon the expiration of the $.003987
per kWh 2007 PSA adjustor charge (“2007 PSA Adjustor”)) are true and correct to the

best of my knowledge and belief.
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3. The purpose of this affidavit is to testify, from my personal experience and

involvement as the Company’s President and Chief Executive Officer, regarding the
Company’s vision for Arizona’s energy future, the financial basis for APS’s interim rate
relief request, the Company’s declining Return on Equity (“ROE”) and underearning,
Pinnacle West’s deteriorating stock performance, the likelihood of adverse actions by the
credit rating agencies given the Company’s chronically weak financial condition, and the
impact on APS and its customers of such actions. I will also discuss the impact of the
Company’s interim rate proposal on the Company and its customers.

4. As Arizona’s largest utility, APS is acutely aware of and firmly committed
to its role in shaping Arizona’s growing and changing energy future. The Company has a
vision of stimulating an energy future for the State that is cleaner, more energy-efficient,
more reliable, and more customer-focused than what Arizona has seen historically. For
this reason, APS has already begun implementing a series of programs intended to
improve customer service and reliability, while setting the stage for technological
innovations and other developments that will allow additional customer choice and
control over their energy usage.

5. For example, the Company has already achieved one of the highest rates of]
implementation of full, two-way communication Advanced Metering Infrastructure
(“AMI”) of any investor-owned utility nationwide, and hopes to have completea its roll-
out of AMI for all areas in which such technology is practicable by the end of 2012. In
tandem with other “smart grid” improvements to the Company’s current capabilities, these
meters will allow APS to better serve its customers by offering additional rate choices
and, when the technology permits, will provide customers with greater future control over
their electricity costs. The Company is also in the process of employing a Distribution
Outage Management System — a software program that enables the Company to move

from a manual outage management process to a state-of-the-art automated system, setting
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the stage for improved outage rhanagement as well as a real-time distribution operations
system. The Company has also identified and implemented several improvements to its
system in tribal territories, which will allow APS to continue its recent trend towards
securing higher reliability on Native American lands. In addition, the Company
continually strives to upgrade its coal-fired generation plants — beginning with the Cholla
Power Plant — such that those plants will meet or exceed all existing and anticipated
environmental requirements in the years to come.

6. But all of these benefits require substantial funding — monies in addition to
the more traditional expenses that APS must already incur to maintain even its basic
electric system in attempt to ensure continued reliability for the Company’s current and
future customers. These costs cannot be borne — and thus these visionary and important
customer-focused programs cannot be funded — by a financially weak utility. Sound long-
term financial health for APS ultimately and importantly benefits the Company’s
customers in the form of comparably lower rates, beneficial customer-focused programs,
and sustainable, reliable electric service — fundamental necessities in an age of increasing
reliance on and demand for energy.

7. Right now, APS is struggling to maintain even its poor present financial
condition. Under the Company’s present rates, APS’s Funds from Operations to Debt
ratio (or “FFO/Debt,” a key credit metric, as I later describe) will cross the threshold to
non-investment (“junk”) grade by the end of next year, quite possibly before the
Commission will have issued a decision on APS’s general rate application. The Company
will thus be left wavering on the brink of junk status with no protection against a credit
ratings downgrade during the pendency of the general rate proceedings. As explained at
length in my testimony supporting the Company’s rate application, a downgrade to junk
will have an immediate and acutely adverse effect on the Company and its customers in

terms of severely restricted access to financing, dramatically increased financing costs,
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and decreased operational flexibility. Once the Company falls from the last rung of the
investment grade ladder, to which it now clings, no emergency action from the
Commission will be able to reverse those consequences. Instead, it will take years for the
Company to regain the financial foothold necessary to climb out of junk and to be
financially strong enough to provide Arizona with the basic energy infrastructure that is so
vital to our communities, let alone the innovative energy developments that APS
envisions undertaking in the years to come. As I will explain herein, I believe that,
without interim relief of the type requested in the Company’s Motion, it is more than
likely that APS will be downgraded to junk status before the Commission issues a
decision in the Company’s general rate proceeding, resulting in approximately one billion
dollars of additional costs over the next ten years that will ultimately be borne by APS
customers.

3. If the Commission approves the Company’s interim rate request, however, it
will improve the Company’s financial condition such that APS’s FFO/Debt ratio will
likely remain in the investment grade range until at least the end of 2009, thus allowing
time for the general rate proceedings to resolve and avoiding the threat of a downgrade in
the interim. This end cannot be timely achieved through the resolution of the general rate
case now on file before the Commission.

9. Significantly, under the Company’s proposal, the financial relief resulting
from the Company’s interim rate request can be achieved with no impact to customer bills
compared to what customers are already paying today. In addition, and among other
customer advantages that I will describe, the request further benefits customers by
reducing by at least 41% the overall bill impact of the Company’s general rate request at
the time it would be decided and preventing the rate volatility inherent in decreasing
customer rates only to increase them again relatively shortly thereafter. The opportunity

to provide APS with a much-needed safety cushion against a ratings downgrade during
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the pendency of the rate case without increasing customer rates beyond what they are

already paying today is one that will be lost if the Commission does not act promptly on
the Company’s Motion and grant APS the interim relief requested.
Specific Background Facts

10.  On March 24, 2008, APS filed a general rate application with this
Commission requesting permanent base rate relief, which the Company updated in a
revised filing submitted on June 2, 2008 to include a test yeér ended December 31, 2007
(“Test Year”), as requested by Commission Staff. As updated, the Company’s filing
requests a permanent net annual revenue increase of $278.2 million, exclusive of the
Power Surcharge Adjustor (“PSA”) revenues that would simply be reclassified as base
revenues under the Company’s application.

11.  As described at length in that application, APS’s general rate request was
necessitated by both the extraordinary capital expenditure needs that APS has historically
faced and continues to face over the next several years as well as the unfortunate reality
that today’s rates are significantly below the Company’s reasonable costs of operation.
This non-discretionary capital spending averages one billion dollars per year for the
foreseeable future and is caused primarily by the rising costs that the Company must incur
to build the infrastructure necessary to meet Arizona’s growth and to maintain its existing
system — costs that are exacerbated by the unprecedented rise in the price of materials and
commodities basic to the electric industry. As the general rate application describes,
APS’s current rates do not begin to compensate the Company for these costs, which APS
must incur to ensure that the Company is able to continue providing reliable electric

service to both present and future customers alike. Indeed, from the end of the September

30, 2005 test year used to set the Company’s present rates in Decision No. 69663 (June
28, 2007) to May 31, 2008, APS spent approximately $1.7 billion on ACC-jurisdictional
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capital projects alone — prudently incurred costs that are not reflected in the Company’s
retail rates.

12.  Pursuant to the Commission’s time clock rules, A.A.C. R14-2-103(B)(11),
APS requested that the rates approved in its general rate application become effective no
later than October 1, 2009. However, given the time the Commission has historically
taken to rule on APS rate requests, and understanding the Commission’s current staffing
shortage and considerable workload, the Company is concerned that the Commission may
not issue a decision on APS’s general rate case until after that requested date and that any
new rates resulting from that order may not take effect before 2010.

13. Because the Company is required (to the extent it is able) to continue high
levels of capital spending during this period of regulatory lag with rates that do not
compensate it for its cost of service, the Company’s financial condition — which is already
weak, as I will describe — will continue to deteriorate, and the Company will once again
be on the brink of a downgrade to junk credit status as early as next year, before the
Commission will likely have ruled on its general rate application.

14. The Company’s Motion presents an interim solution to this financial
emergency, which the Commission cannot timely rectify through the Company’s general
rate case application.

APS’s Financial Condition and Credit Ratings

15. The Company’s capital expenditure program (consisting of such non-
discretionary costs as necessary distribution and transmission lines, generation plant
improvements, new environmental control systems, and other service facilities, among
other things), together with the Company’s need to refinance existing indebtedness as it
matures and finance the Company’s other capital requirements at the same time, will
require the Company to secure over $2 billion of financing from external capital sources

over the next five years.
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16. The Company’s ability to raise these funds depends in large part on its
financial vitality — both present and prospective — and the degree to which the financial
markets (both debt and equity alike) view APS as an investment-worthy enterprise.
However, APS’s chronic inability to recover its capital costs has already undermined the
Company’é financial health and threatens the loss of its financial integrity in the near term
without interim relief.

17. APS’s financial condition is currently among the weakest of its peers, and
continues to decline. In 2007, APS earned an ACC-jurisdictional ROE of only 9.0%
(0.4% of which resulted from the impact of unanticipated revenue received during an
abnormally hot summer), 175 basis points below its authorized ROE of 10.75%. In 2007
alone, even with unusually hot weather bringing in unexpected additional revenue, the
Company’s earnings shortfall increased by $67 million, bringing the Total Company
earnings shortfall to $321 million over the past five years. Under the Company’s present
rates, APS’s ACC-jurisdictional ROE falls to 8.4% in 2008, to 6.3% in 2009 and to 5.4%
in 2010 (just kalf of what APS was authorized to earn in Decision No. 69663). Between
the end of the calendar 2007 Test Year and year-end 2010, the Company will have lost
another $384 million in authorized earnings looking only at those items within the
Commission’s jurisdiction — a striking level of underearning caused by factors entirely
outside of the Company’s control.

18.  Another measure of a company’s financial health is to look at its net cash
flow, after accounting for capital expenditures and financing costs, by comparing the
company’s cash receipts to its cash payments over a certain period. By this measure, too,
APS’s financial vitality has weakened considerably over just the past five years, as the

following graph shows.
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As this graph depicts, from 1993 to 2003, APS was able to limit its cash expenditures to
the amount of cash the Company took in, resulting in positive net cash flow and a
financially strong utility. One might consider this a “budget surplus” condition, from a
state and local government point of view. In 2003, however, that trend reversed, and the
Company’s required cash outlays began to exceed its cash receipts by significant amounts
— a negative cash flow that has resulted in weakening credit metrics and declining
financial health. In other words, the Company is now in a “budget deficit” position.
Indeed, even with the benefit of the rate increase authorized in Decision No. 69663, APS
still experienced a 2007 “budget deficit” of $422 million.
19.  APS’s subpar financial performance has caused Pinnacle West’s stock value
to fall considerably, particularly when compared to others in the industry (an industry

composed of other investor-owned utilities with which the Company competes for equity
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capital investment). As the following shows, of the investor-owned utilities ranked in the
S&P electric utility index over the twelve months ended April 30, 2008, Pinnacle West
ranked dead last, with a loss of stock value of 30.4%.
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20. A longer-term historical look at APS’s stock performance does not improve|
the investment perspective. As the following depicts, Pinnacle West again has the worst
performing stock among members of the S&P electric utility index when examining the
three years ended April 30, 2008. While the industry averaged a 40.8% increase in value
during this period, Pinnacle West’s stock value dropped by 19.5% — again placing

Pinnacle West dead last.
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21. This sagging stock performance is easily attributable to APS’s chronic
inability to earn its authorized ROE and the resulting massive underearnings, as well as
apparent pessimism concerning the likelihood of any considerable improvement in the
foreseeable future. Investors have little incentive to invest in Pinnacle West with such
poor financial returns, especially when their prospect for financial gain is so much better
if they invest in the many other better performing utilities nationwide.

22. If the Company is unable to attract sufficient equity investment, APS must
either finance its capital expenditure requirements through the debt markets or restrict
capital spending by foregoing necessary projects at the risk of jeopardizing service
reliability. The second option is hardly a reasonable one from any perspective, and the
first — accessing the debt markets and the attendant costs to customers — depends entirely

on the Company’s credit ratings.
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23. The cost that APS must pay for the debt it issues to fund capital
expenditures is based on its credit ratings. Every decrease in APS’s credit rating increases
the cost to the Company — and its customers — of that debt. As described in the
Company’s general rate application, those costs increase dramatically when a company’s
credit rating falls to a junk level. For that reason, both APS and its customers have a
strong interest in maintaining APS’s investment grade credit ratings.

24.  APS’s credit ratings on its outstanding debt are currently among the lowest
that they can possibly be without being regarded as “junk,” rated “BBB-" by Standard &
Poor’s (“S&P”), “BBB” by Fitch Ratings (“Fitch”), and “Baa2” by Moody’s Investor’s
Service (“Moody’s). Significantly, APS’s credit ratings are among the very worst of the
industry. As the following shows, only five of the 139 rated investor-owned electric

utilities are rated lower than APS.

CREDIT RATINGS DISTRIBUTION
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25.  APS thus dangles precariously on the precipice of junk status, and does not
have far to fall. And with APS’s growing earnings attrition, its financial credit metrics are
sliding into junk range. As described in the underlying rate application, credit rating
agencies base their credit ratings of companies on certain financial criteria that measure a
company’s financial health, performance and risk. The rating agencies have established
financial metrics as guidelines for determining a credit rating. The key financial metric
examined by the credit rating agencies is the FFO/Debt ratio, which measures the
sufficiency of a company’s cash flow to service both debt interest and debt principal over
time.

26. To maintain a BBB credit rating in the Company’s present “business
proﬁlé” category, S&P expects APS to maintain a FFO/Debt ratio of 18% to 28%. But
even if Pinnacle West decides and is able to infuse $400 million of equity into APS in
2008 (and Pinnacle West has taken the appropriate first steps with the Commission to do
so, as I will discuss below), the Company fully expects that its FFO/Debt ratio will sink
below the 18% threshold to junk just next year, falling to 17.6% at the end of 2009 and to
16.6% at the end of 2010 under present rates. These metrics mean that APS faces the real
threat of downgrade during the pendency of its general rate case if the Commission does
not take action to minimize the negative impact of regulatory lag and provide a much-
needed safety cushion against a ratings downgrade in the interim.

27.  This fact has not gone overlooked by the rating agencies. As recently as
January 31, 2008, S&P expressly commented on APS’s weak credit metrics and indicated
that the Company’s “[r]atings could be lowered to speculative [non-investment] grade if]
the company is not able to overcome the challenge of ensuring timely recovery of its
prudently incurred costs through rate increases approved by the ACC.” Standard &
Poor’s Ratings Direct, “Summary: Arizona Public Service Company,” January 31, 2008.

Moody’s has also expressed this sentiment, explaining that “[g]iven APS’s current

-12-
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significant capital expenditure program, the company will require continued, timely
regulatory support to maintain credit metrics that are appropriate for its ratings.” Moody’s
Credit Opinion: Arizona Public Service Company, December 17, 2007. Fitch, too, has
noted that the Company’s “earnings and cash flow attrition due to regulatory lag and/or
unanticipated disallowances is a significant challenge to the sustainability of PNW and
APS’s investment grade credit ratings. Revenue increases below our expectations or
undue delay would likely result in credit rating downgrades.” Fitch Press Release, “Fitch
Revises Pinnacle West’s Outlook to Negative, Affirms ‘BBB-’ IDR, December 21, 2007.

28. The consequences of a downgrade to junk are dramatic and enduring.
APS’s current feeble credit ratings — and the very real prospect that those ratings will
worsen still — have already caused APS’s borrowing costs to increase compared to what
they were just a few years ago (before the Company was downgraded by S&P to BBB- in
2005). These increased costs, which result from higher interest rates, will further rise by
as much as $70 million to $145 million per year by 2019 if the Company falls just that one
step further into non-investment grade — approximately $1 billion of additional costs over
the next ten years that would ultimately be borne by APS customers.

29. More significantly, and in addition to the other perils that accompany junk
credit status described in my testimony supporting the Company’s general rate filing, a
downgrade might easily cause APS to entirely lose access to the credit markets —
particularly in today’s volatile credit environment. Indeed, the Company’s ability to
access the debt markets has already been limited on two separate occasions in 2007 when
the credit market was under severe stress. Without access to credit markets and lacking
the ability to attract equity investment, APS would have né alternative but to either charge
rates sufficient to allow APS to internally finance the Company’s billion dollar pér year
spending obligations or to forego necessary capital projects entirely at a very high risk to

service reliability.

-13-




O 0 9 N R W=

NN NN N NN e e e e e e e s
= S > T U US T N e . B Vo B - RS - N, B S R S e

Company’s Actions to Improve Financial Condition

30.  As described in detail in the Company’s general rate application, APS has
taken a series of actions to improve its financial condition and forestall a downgrade to
junk pending permanent rate relief from the Commission. Among other things, APS has
initiated the process of eliminating 300 employee or supplemental employee positions —
thus further improving its already impressive 224 to 1 ratio of customers per APS
employee (a rise in productivity compared to the Company’s 198 to 1 customer-to-
employee ratio. just ten years ago). The Company also underwent a reorganization in late
2007 to enhance the speed and efficacy of decision-making and become more customer-
focused, thus additionally improving APS’s operational efficiencies. Budget requests for
2008, both capital and operating, were revised downward to help cope with the rising
costs of the Company’s key materials and components. APS also continues to manage its
debt aggressively, saving the Company millions of dollars in financing costs.

31. In yet another internal effort to prevent a downgrade to junk, APS’s parent,
Pinnacle West, invested $460 million of additional equity into APS during 2005 and 2006
(a sacrifice to shareholders whose investment was thus diluted in the face of already
subpar returns), thereby improving the Company’s key FFO/Debt ratio to the extent
possible during that tense financial time. Pinnacle West currently has another request
pending before the Commission for a potential additional $400 million equity infusion
into APS later this year. See Docket No. E-01345A-08-0228. But even if that request is
granted, and even if Pinnacle West is able to issue the massive amounts of equity required
to keep APS within investment grade for the balance of 2008, APS’s FFO/Debt ratio
would subsist within investment range for only a short time — until mid-to-late 2009 —
after which time it falls again into junk grade.

32.  Thus, by the time in late 2009 or 2010 that the Commission will have

rendered any decision on the Company’s permanent rate application, the Company’s
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FFO/Debt will have dropped once again into junk range. Pinnacle West will unlikely be
able to infuse equity into APS again prior to that time in order to avert the further
deterioration of the Company’s credit metrics.

33.  Should the Company’s ability to charge new rates be delayed at all beyond
the requested effective date of October 1, 2009, APS will be left teetering on the verge of
junk with no safety margin to guard against the impact of even the slightest unanticipated
financial hit. Last minute interventions by the Commission when confronted with such a
circumstance may not be enough to prevent a downgrade from the rating agencies even
before a decision is rendered on APS’s permanent rate application without tangible
evidence in the interim that the Company is supported by its regulators and that its
financial condition is likely to improve.

Impact of Granting the Requested Interim Relief

34.  Granting the Company’s request for interim relief would allow continued
development of the customer-centered programs described earlier and would clearly
provide ratings agencies with critically necessary evidence of on-going regulatory support
(evidence that may be enough to prevent a downgrade even in the face of weak credit
metrics), and would further provide a modest level of safety margin for the Company until
the Commission acts on the pending application for permanent rate relief. Moreover,
under the Company’s proposal, this important benefit for APS can be realized with no
increase to customer bills compared to what customers are already paying today and
would offset 41% of the rate increase requested in the Company’s permanent rate
application.

35. The Company’s interim rate proposal works as follows: Decision No.
69663 permitted the Company’s 2007 Annual PSA Adjustor of $.003987 per kWh to
continue past January 31, 2008, until APS had recovered an additional $46 million of fuel

and purchased power costs. APS anticipates that it will have collected this sum and that

-15-
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the PSA surcharge will thus expire in July or August of 2008. In this Motion, APS
proposes that — in order to mitigate the impact of regulatory lag and prevent APS’s credit
metrics from slipping into junk range before the Commission has the opportunity to rule
on its genéral rate application — the Commission approve an interim base rate surcharge of]
$.003987 per kWh (roughly “four mils™), to become effective upon the expiration of the
$.003987 per kWh 2007 Interim PSA Adjustor. Part of the revenue received from this
request will be used to help cover the costs of the approximately $1.7 billion worth of]
ACC-jurisdictional facilities that have already been built since the end of the Company’s
Jast test year and that are already serving APS customers, but which are not recovered
under current rates. The Company also proposes that this rate be subject to refund, with
interest, at the close of the Company’s permanent rate application. Thus, APS customers
are protected in the event that the final rate order is for less than this approximately four
mil increase in base rates. In that event, not only would permanent rates then be reduced,
but customers would receive a full refund, plus interest, of any over-collection.

36. If the Commission approves the Company’s interim request, the Company’s
ACC-jurisdictional ROE rises to 9.4% in 2008 and to 8.3% for 2009. Although these
numbers are still significantly less than the 10.75% ROE approved in Decision No. 69663,
they are meaningful improvements to the status quo. By granting the requested interim
relief, the Commission would reduce the Company’s anticipated cumulative earnings
shortfall by $100 million between now and year-end 2009.

37. Moreover, the additional revenue generated from the interim rate proposal
would suffice to keep APS’s FFO/Debt ratio above the 18% threshold and within
investment range through the end of 2009, thus mitigating the impact of regulatory lag
and giving the Company a moderate cushion of support peﬁding a decision on the
permanent rate application. Under APS’s interim proposal, FFO/Debt rises by 2% in

2009 to 19.6% as of December 31, 2009. Granting the Company’s interim rate request
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" revenues, if eventually made permanent in the underlying general rate proceedings, will

will thus likely allow APS to circumvent the threat of downgrade to junk during the
course of those rate proceedings, assuming the rate case can be resolved and APS is able
to charge the resultant permanent rates by early 2010. Granting such interim relief is thus
consistent with the Commission’s historical recognition that “the benefits of higher bond
ratings inure to both the utility and the ratepayer” and therefore that “sound and
responsible regulatory action by this Commission is fundamental to the maintenance of]
desirable bond ratings.” Decision No. 51009 (May 29, 1980).

38. The Company’s interim rate proposal also works to the benefit of APS’s
customers. Because APS proposes that the amount of the interim base surcharge should
be identical to that of the Interim PSA Adjustor, by timing a large part of the Company’s
needed non-fuel electric rate increase to coincide on an interim basis with the roll-off of]
the PSA charge, customers will see no change in their bills if the Commission grants this

request above what they are already paying today. Moreover, the interim increase in base

reduce the incremental impact of the permanent rate request on APS customers by at least
41%. It would, in essence, operate as a phase-in of new rates.

39. In other words, the interim rate proposal provides the Commission with the
important opportunity to protect customers from feeling the financial impact of]
misleading “yo-yo” rates — rates that are temporarily adjusted downward (and further
below cost) in July or August only to be kicked back up again by a larger amount at the
conclusion of the Company’s general rate proceedings. The bill will not go down at the
end of this summer, but it will not increase as substantially at the close of the Company’s
general rate application as it would absent approval of this interim request. Preventing
customers from experiencing such rate volatility was specifically cited by the Commission

as a reason for allowing Tucson Electric Power to retain a component of its rates that, like|

-17-
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the Company’s Interim PSA Adjustor, was scheduled to expire during the course of that

utility’s general rate proceedings. See Decision No. 69568 (May 21, 2007).

40. In addition, the Company’s interim proposal has the further benefit of
sending appropriate price signals to customers during the time of year when demand on
the APS system is at its peak and system costs are at their highest — a result that is not
achieved if customers are given a temporary price decrease at the exact time of year when
customers need to conserve energy the most, only to see those rates significantly increase
again later.

" 41. Perhaps most importantly, customers substantially benefit from the
moderate financial improvement to APS’s financial health that will result during the
general rate proceedings if the Commission grants this application and provides the
Company with a cushion of protection égainst a downgrade to junk status. The proposed
$.003987 interim surcharge will result in a one time “phase-in” of $115 million (pre tax)
annually against the Company’s permanent revenue request (which amount would be
refundable with interest at the close of the rate case if the interim relief is greater than the
permanent rates allowed). The trade-off of denying that request is the significantly high
risk that customers will have to fund over the long-term revenue requirements of hundreds
of millions of dollars more if the Company is not able to stave off a downgrade to non-
investment credit ratings.

Conclusion

42. APS’s current rates do not compensate it for its cost of service. The
Company is not able to collect anywhere near the amount of legitimate and prudently
incurred costs it has spent and must continﬁe to spend during the course of the permanent
rate proceedings to ensure reliable electric service. As a result, notwithstanding proactive
efforts from the Company and Pinnacle West, APS’s credit metrics will fall into junk

credit range during the course of the Company’s rate proceedings, before the Commission
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is likely to grant the much-needed rate relief. I firmly believe that the Company will more
than likely be downgraded to junk during the pendency of the general rate case
proceedings without interim relief. |

43.  The need for interim rates is compelling — the issue is whether and when the
Commission grants them. In this regard, the Company’s Motion for Approval of Interim
Rate and Preliminary Order provides the Commission with the following several
opportunities — opportunities that could well be lost if the Commission does not take
emergency action: (1) to protect the Company from downgrade during the course of its
general rate proceedings by granting an interim rate increase that will not result in an
incremental increase to APS customer bills; (2) to fund continued development of projects
that will promote efficiency, reliability, sustainability, safety, and customer choice; (3) to
shield customers from experiencing a significantly higher rate increase at the close of]
these proceedings compared to what they would experience absent the interim relief; (4)
to send appropriate price signals to customers during peak usage periods; and (5) to
protect customers from the impact of rate volatility. Virtually all of these opportunities
will be lost if the Commission does not act on the Company’s Motion before the

termination of the Interim PSA Adjustor in July or August of this year.
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This concludes my affidavit.

State of Arizona )
) ss.
County of Maricopa }

{_information, and belief, _

My Commission Expires:

- Linda G. Redman
'; NOTARY PUBLIG -- ARIZONA

My Commissian Expires
Fabruary 8,2011

Subscribed and sworn before me this é

i
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I, Donald E. Brandt, having been first duly sworn, state that I have read the

foregoing affidavit and that the same is true and correct Ao thebest of knowledge,
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REBUTTAL TESTIMONY OF DONALD E. BRANDT
ON BEHALF OF ARIZONA PUBLIC SERVICE COMPANY
(Docket No. E-01345A-08-0172)

(Interim Rate Request)

INTRODUCTION
PLEASE STATE YOUR NAME, ADDRESS AND OCCUPATION.

My name is Donald E. Brandt. I am President and Chief Executive Officer of
Arizona Public Service Company (“APS” or “Company”) and President and
Chief Operating Officer of Pinnacle West Capital Corporation (“Pinnacle
West”). I am responsible for all aspects of APS operations, including
generation, transmission, distribution, customer service, and general
administrative functions. My business address is 400 North 5th Street, Phoenix,
Arizona, 85004.

HAVE YOU PREVIOUSLY SUBMITTED TESTIMONY IN THIS
PROCEEDING THAT DESCRIBES YOUR EDUCATIONAL AND
PROFESSIONAL BACKGROUND?

Yes. In addition to the Affidavit that I submitted in this interim proceeding
(which serves as my Direct Testimony in this matter), I have also submitted
Direct Testimony in the general rate case, which describes my educational and

professional background.

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY?

The purpose of my Rebuttal Testimony is to respond to the Direct Testimony
submitted by other parties in this proceeding. I will address three general areas:
(1) why interim relief is appropriate for APS under the extraordinary challenges

it is facing today; (2) the amount of interim relief that is warranted; and (3) why
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II.

it is contrary to the public interest to condition the approval of interim relief or

the timing of such an award on an issuance of equity by Pinnacle West.

SUMMARY
PLEASE SUMMARIZE YOUR TESTIMONY.

I will begin by making some general observations about the testimony submitted
by the various parties to this proceeding. Although there clearly are several
areas of disagreement between APS and the other parties, there are also many
important concepts and facts on which we agree or about which there appears to

be no dispute:

o Interim relief can be appropriate even under certain “non-emergency”
conditions, including when “the Commission is unable to process a
utility’s rate increase request in a timely manner” or “if other special
circumstances are present.” See Direct Testimony of Ralph C. Smith

(“Smith Testimony”) at 8.

o Credit ratings matter and are a relevant consideration in this proceeding.
See Smith Testimony at 24-25, 32; Direct Testimony of David C. Parcell
(“Parcell Testimony”), throughout.

o A downgrade of APS to non-investment or “junk” credit status would be
undesirable and would increase costs to both the Company and
customers, and it is therefore desirable to protect APS from a ratings

downgrade. See Smith Testimony at 25.

o APS’s rates are set using a historical test year coupled with rate cases that

take between 18 to 24 months to complete. See Smith Testimony at 23.
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APS has faced and continues to face extraordinary capital expenditure
requirements necessary to maintain its existing system, meet increasing
demand, and perform environmental upgrades on generation plants.
These capital expenditure needs are exacerbated by commodity cost
inflation and foreign exchange pressure, factors entirely outside of the
Company’s control. See Affidavit of Donald E. Brandt (“Brandt
Affidavit”) at 5-6 (undisputed).

Under even a basic “non-controversial” analysis of net rate base additions
since the last APS rate case, APS’s ACC-jurisdictional rate base has
increase by over a half a billion dollars ($1.114 billion of new investment
as of December 31, 2007, nét of accumulated depreciation), which is not
reflected in the rates — an amount that does not include any of the
significant plant additions placed in service since December 31, 2007 or
the impact of book depreciation on any new plant additions. See Smith

Testimony at 33.

APS is currently realizing Returns on Common Equity (“ROE”) well
below its authorized 10.75% rate of return. Under present rates, the
Company’s actual ACC-jurisdictional ROE was only 9% in 2007, and
falls to 8.4% in 2008 and 6.3% in 2009 absent rate relief, resulting in a
tremendous earnings shortfall. As a result, APS faces the loss of $384
million in authorized ACC-jurisdictional earnings (assuming a 10.75%
ROE) from the end of the December 31, 2007 Test Year through 2010

(which is additive to and more than doubles the $321 million earnings

shortfall that APS has experienced over the past five years). See Brandt
Affidavit at 7 (undisputed).
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o The Company’s subpar financial perforrhance has caused Pinnacle
West’s stock price to fall below book value, with stock performance that
ranks dead last compared to that of its industry peers. See Brandt
Affidavit at 9-10 (undisputed).

These acknowledged or apparently undisputed facts show that, contrary to
Staff’s consultants’ and RUCO’s respective conclusions, the impact of
regulatory lag on APS is anything but “ordinary.” In the current operating
environment, beset by severe inflation in core commodity costs, increasing
global demand, the falling value of the dollar in the foreign exchange market,
vigorous competition for utility capital, and challenging credit and capital
markets in the face of unprecedented future capital expenditure requirements,
the excessive regulatory lag is debilitating to the Company’s financial health and
its ability to maintain investment grade credit metrics during the course of the
Company’s general rate proceeding. Further, none of these external factors can
be substantially offset by “cost management.” These are the very type of

“special circumstances” that justify the granting of interim relief.

Staff’s consultants do not dispute that public policy requires APS to be kept
financially sound or the fact that APS suffers from an earned ROE far below its
authorized ROE and a declining FFO/Debt ratio. Rather, they understate the
significance of those factors to APS and its customers by simply questioning
APS’s assertion that, as a result, the Company will likely face a ratings
downgrade before any new rates from the general rate case will take effect. As 1
will show, their analyses of how the credit rating agencies perceive APS reflect
neither how credit rating agencies operate nor the pivotal significance of APS’s

declining credit metrics — particularly the highly important FFO/Debt ratio.
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II1.

Under the extraordinary circumstances presented in this case, simply hoping that

permanent rate relief will come through in time to prevent a downgrade to junk
is both dangerously reckless and contrary to the public interest. It 1s not prudent
public policy to permit Arizona’s largest electric utility to be kept teetering on
the brink of junk status, particularly given the significant challenges and
opportunities facing the State’s energy future. The goal cannot be to keep APS
at an 18% FFO/Debt level and earning far below its authorized ROE, with no
buffer against external factors and limited ability to invest both in basic
infrastructure and in the resources, programs and technologies that will
contribute to an efficient, sustainable, and reliable energy future for the
Company’s customers. ~ Rather, these circumstances require proactive,
innovative measures, including interim rate relief, to mitigate the extraordinary
impact of regulatory lag, protect APS from downgrade, and give APS the
financial wherewithal to provide its customers and the State with the important
benefits that the Company — and, I believe, the Commission — have deemed to

be necessary and in the public interest.

THE COMPANY IS CURRENTLY FACING EXTRAORDINARY
CONDITIONS THAT JUSTIFY THE AWARD OF INTERIM RELIEF.

A. Interim relief is not dependent upon the showing of an emergency.

DO YOU AGREE WITH RUCO’S ASSERTION THAT INTERIM
RELIEF MAY BE GRANTED ONLY UPON THE FINDING OF AN
EMERGENCY?

Although this is a legal issue that 1 expect the parties will brief, it 1s my
understanding, from both the Company’s legal analysis (reflected in the
Company’s Motion for Interim Relief) and my own observation from other

cases, that an emergency 1s not required. Even as Staff Witness Smith
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articulates it, no finding of “emergency” must be made for interim relief to be
appropriate. As Mr. Smith notes, in his experience, interim rates may be granted
under any of three circumstances, two of which do not require an “emergency”:
“if the Commission is unable to process a utility’s base rate increase in a timely
manner, if the utility is experiencing an emergency, or if other special

circumstances are present.” See Smith Testimony at 8.

I cannot imagine that the framers of the Arizona Constitution gave the
Commission broad authority over utility rates, yet would proscribe that authority
to limit the Commission’s ability to proactively address the extraordinary
circumstances that confront APS today. 1 agree with an analogy that
Commissioner Pierce drew during the Procedural Conference in this matter: that
it is important to clear the trees from the forest before the fire arrives, rather than
trying to protect the area’s residents from harm in the heat of the flames.

B. Under Staff’s articulated standards, APS has shown that interim relief is
appropriate under the Company’s current circumstances.

HOW DO YOU RESPOND TO MR. SMITH’S AND RUCO’S
SUGGESTION THAT APS’S REQUEST FOR INTERIM RELIEF
SHOULD BE DENIED BECAUSE “ORDINARY” OR “NORMAL”
REGULATORY LAG “BY ITSELF” DOES NOT JUSTIFY INTERIM
RELIEF?

Such statements are irrelevant here since APS is experiencing anything but
“ordinary” or “normal” regulatory lag. To the contrary, APS is experiencing
extraordinary regulatory lag in the face of extraordinary operating conditions,
causing the Company significant (and undisputed) financial harm, and

threatening the Company’s ability to protect itself from a ratings downgrade

during the course of the general rate proceedings. These conditions are the very
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“special circumstances” that warrant interim relief under Staff’s own articulated

standards. See Smith Testimony at 8, 32.

PLEASE EXPLAIN WHAT YOU MEAN WHEN YOU SAY THAT APS IS
EXPERIENCING “EXTRAORDINARY” REGULATORY LAG?

It is undisputed in this case — and well known (and often mentioned) by credit
rating agencies and analysts — that rate cases for APS have historically taken 18
to 24 months to complete. This extensive period of regulatory lag is longer than
that of virtually every other jurisdiction in the country and, given the lack of any
compensating mechanisms, the most damaging. As one utility research and
analysis firm recently commented, “the extent and consistency of the
exorbitant regulatory lag in Arizona is without comparison in the
industry.” See Regulatory Research Associates, Utility Focus on Pinnacle West
Capital, March 14, 2008, attached hereto at Attachment DEB_RB-1. As I noted
in my Affidavit, credit rating agencies also routinely comment on Arizona’s
extensive regulatory lag as one of the challenges that APS must overcome 1f it 1s

to remain investment grade.

Compounding the cost recovery issues inherent in such regulatory lag, the
Commission also uses a historical test year, which Staff has recently suggested
means a test year that requires significant experience under present rates. This
means that the current regulatory framework could, for example, prevent APS
from even beginning to recover prudently incurred costs for up to three years
after that investment was made and the plant was placed in service. Such
extraordinary delay under the Company’s current operating conditions
institutionalizes economic confiscation of invested capital and causes APS

significant financial harm that threatens its already precarious credit metrics.
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Moreover, contrary to Mr. Smith’s suggestion, such a regulatory regime does
not simply require the Company “to bear the cost of new plant additions
temporarily.” See Smith Testimony at 13. Because depreciation expense,
property taxes and capital carrying costs begin for new investments the moment
that they are placed in service, regulatory lag deprives the Company of the
ability to ever recover some of those costs. The resulting permanent loss of
revenue is both substantial and debilitating when the required investments are as

great and the lag time is as long as both are now for APS.

PLEASE DESCRIBE THE “EXTRAORDINARY CONDITIONS” TO
WHICH YOU EARLIER REFERRED.

As I described in my Affidavit and in greater detail in my Direct Testimony for
the general rate case, APS has faced and continues to face extraordinary capital
spending requirements that are necessary for APS to maintain the reliability of
its existing system, meet increasing demand, perform environmental upgrades
on its aging generation plants, and invest in the technologies that APS (and, I
believe, the Commission) has determined to be important for customers and
consistent with the public interest. These cost pressures are exacerbated by a
number of external financial pressures that are entirely outside of the
Company’s control, including corrosive inflation of the Company’s core
commodities costs, the falling value of the dollar in the foreign exchange
market, increasing competition for utility capital, and difficult and volatile credit

and capital markets.

Importantly, the fact that APS is challenged by these rising costs was not
disputed by Staff or any other party to this proceeding. Nor can it be. As
described in an analysis recently conducted by the Federal Energy Regulatory
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Commission (“FERC”) into the causes of and responses to rising electricity
costs, APS’s cost pressures are shared by utilities across the nation, and are
reflected in rising costs of electricity nationwide. The FERC report notes that
electricity prices are rising because of unprecedented cost increases, including
significant capital expenditure costs related to the need for sizeable new
investment in generation, distribution, and transmission construction that are
inflated by, among other things, rising global demand for basic materials,
increasing labor costs, and uncertainty about the financial impact of future
climate change legislation. This rising cost trend is also observable elsewhere in
Arizona. Salt River Project (“SRP”) — Arizona’s second largest utility, next to
APS - has increased rates by 26.7% since 2002 and has recently requested that
its Board of Directors approve a second rate increase of another 5% to 7%,
which, if approved as requested by November 1 of this year (so that the increase
would phase-in with SRP’s lower winter electric prices, exactly as APS has
requested here), would raise SRP’s rates by a total of over 30% in just the past

six years. See page D1 of the Arizona Republic, September 6, 2008.

Characterizing the cost pressures facing the electric utility industry, FERC
Chairman Joseph Kelliher concluded, “[w]e must accept that the U.S. cannot
make the massive investments necessary to assure security of our electricity
supply, make additional large investments to confront climate change, and lower
electricity prices at the same time. If we try to do all three, the result will likely
be failure.” See Attachment DEB RB-2. Similar studies reaching almost
identical conclusions were attached to my general rate case testimony at

Attachment DEB-2.
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WHAT IMPACT HAVE THESE EXTRAORDINARY COST
CONDITIONS HAD ON THE COMPANY’S FINANCIAL HEALTH?

The Company’s capital investment requirements, coupled with extensive
regulatory lag, have caused its cash outflows to far exceed cash inflows — deficit
spending that results in a significant deterioration of the Company’s financial
health and requires APS constantly to battle to maintain investment grade credit
metrics that lie just on the brink of “junk” credit status. This i1s hardly a
desirable condition for Arizona’s largest utility, with the duty to provide reliable

service to over one million Arizonans.

Significantly, no party to this proceeding disputes the negative impact that the
current operating environment has on APS’s financial condition to any real
degree. Staff’s consultant, Mr. Smith, asserts — without any substantiating
evidence or analysis — that there “may not” be merit to the Company’s
contention that its incremental revenues are insufficient to keep up with its
growing costs. But that suggestion is undercut both by (1) the independent
assessment by S&P cited on page 18 of Mr. Smith’s testimony, noting that
APS’s significant capital spending needs are “expected to drive negative free
operating cash flows for the foreseeable future”; and (2) Mr. Smith’s ultimate
conclusion that, under the most basic “non-controversial” analysis, the Company
has invested $538 million in net ACC-jurisdictional plant necessary to serve
customers that is not reflected in rates. The latter point makes it self-evident
that APS’s revenues have not been sufficient to meet its growth in rate base. See

Smith Testimony at 12-14.

Neither does any party contest that credit rating agencies are well-aware of the

debilitating impact of APS’s unusually protracted regulatory lag on the

10
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Company’s financial condition under these circumstances. This critical point 1s

underscored in the June 2008 S&P report quoted at length on page 18 of Mr.
Smith’s testimony, which notes that “[t]he use of a historical test year in
Arizona, coupled with the fact that fully litigated rate cases take between 18 to
24 months to complete, is expected to result in no meaningful improvement in
financial performance through 2009 and possibly beyond, depending upon the
timing and the outcome of the company’s current case.” However, Mr. Smith
omitted to include in his lengthy quotation the ultimate conclusion that S&P
reached in that report: that, notwithstanding the currently “stable” outlook,
“[r]atings could be lowered to speculative grade if the company is not able to
overcome the challenge of ensuring timely recovery of its prudently incurred
costs through rate increases approved by the ACC.” See Attachment RCS-2 to
Mr. Smith’s Testimony at 22.

As APS has repeatedly made clear in this and other matters, the Company’s
inability to timely recover its investment has deprived it of the opportunity to
actually eamn its allowed rate of return for the past several years — a fact
undisputed by any party to this proceeding. Going forward, APS projects to
earn a mere 8.4% ACC-jurisdictional ROE in 2008 (compared to its allowed
return of 10.75%), a number that falls to 6.3% in 2009 without intervening rate
relief — again, facts that are not disputed by any party to this proceeding. As a
result, APS faces the loss of $384 million in authorized ACC-jurisdictional
earnings (assuming a 10.75% ROE) from the end of the December 31, 2007 Test
Year through 2010 (which is additive to and more than doubles the $321 million

earnings shortfall that APS has experienced over the past five years).

11
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The Company’s earnings attrition is entirely related to the fact that its present
rates do not compensate the Company for its non-fuel cost-increases. Such
subpar financial performance has placed in serious risk the Company’s ability to
attract at a reasonable cost the capital necessary to finance its capital program
and damaged its credit metrics, causing them to hover at dangerous levels during
the course of the Company’s general rate proceedings absent proactive, pre-

emptive Commission action.

YOU MENTIONED THAT UTILITIES ACROSS THE NATION FACE
THE SAME COST PRESSURES AS APS. ARE THESE UTILITIES
EXPERIENCING THE SAME FINANCIAL HARM THAT YOU HAVE
DESCRIBED FOR APS?

Generally not. Although utilities across the nation are challenged by many of
the same cost pressures now facing APS, most perform far better financially
compared to APS and have secured much higher credit ratings. As explained in
my Affidavit, APS’s credit ratings on its outstanding debt are among the very
worst of the industry, with only five of the 139 investor-owned electric utilities
rated by S&P rated lower than APS. See Brandt Affidavit at 11. And while
Staff consultant David Parcell attempts to show that the Company’s bond ratings
are only “somewhat less” than those of other electric utilities, his position is at
odds with the very evidence he cites — a table generated from an August 2008
AUS Utility Report (correcting the table printed on page 10 of Mr. Parcell’s
Testimony, in response to a discovery request from APS), which demonstrates
that, of the 47 companies included in the report rated by Moody’s, only 4 are
rated worse than APS (with 23 such companies rated higher), and that S&P rated
only 1 of the 50 utilities included in the report below APS (with 40 such

12
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companies rated higher). See Staff Response to APS 3.1, attached hereto at
Attachment DEB_RB-3.

APS’s comparatively worse credit ratings are unquestionably linked to its
inability to overcome the financial challenges posed by the Company’s capital
requirements in its current regulatory environment and the undeniable fact that
our prices are below costs. Unlike other jurisdictions with utilities facing
similar cost-challenges, Arizona has no mechanism in place to mitigate the
deleterious impact of regulatory lag on APS’s ability to recover its substantial
non-fuel costs. Such mechanisms include, for example, the use of a future test
year in setting rates so that future revenues are better aligned with future costs,
thus mitigating the earnings attrition impact of regulatory lag. States using such
a mechanism include Alabama, Arkansas, California, Delaware, Florida,
Georgia, Hawaii, Idaho, Illinois, Maryland, Minnesota, Mississippi, North

Dakota, New Jersey, New York, Pennsylvania, and Wisconsin.

For those states, like Arizona, that use a historical test year in setting rates, many
require that rate cases be resolved within a short time frame — often six to ten
months or less — in order to avoid the negative financial impact of protracted
regulatory lag. In Arkansas, for example, rate cases must be resolved within 10
months, or utilities are permitted to automatically place proposed rates in effect
under bond and subject to refund pending the completion of the rate case
proceedings. In Connecticut, rate cases must be completed in six months, or the
proposed rates may become effective until the rate case is resolved, subject to
refund. Delaware requires that rate cases be finalized in seven months, permits
interim rates after 60 days, and utilities may automatically place any requested

increase not above 15% into effect subject to refund if the seven months

13
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timeframe is not met. In Mississippi, if a rate case is not complete within four
months, the full request may be implemented under bond subject to refund.
Numerous other states provide for interim rates to be implemented if a case 1s
not decided within a specified timeframe, often six to 10 months, including
Connecticut, Georgia, Kansas, Kentucky, Mississippi, New Hampshire,
Oklahoma, and Utah. The more general use of interim rates to mitigate the
impact of regulatory lag is permitted in Arkansas, Delaware, Florida, Hawaii,
Iowa, Maine, Montana, New Jersey, North Dakota, Oregon, Rhode Island,

Texas, and Virginia.

APS is also aware of several jurisdictions, in addition to Arizona, that have
allowed explicit “attrition” adjustments, index adjustments, or other mechanisms
to protect against the negative impacts of regulatory lag. For instance, Alabama
has implemented a mechanism pursuant to which a utility’s rates are reviewed
annually under a forecasted test year, and are adjusted to ensure that Alabama’s
utilities are earning an allowed 13.0% to 14.5% ROE. Under a corollary
“Earnings Sharing Mechanism,” if the utility eamns in excess of 14.5%,
customers are fully refunded the overage at the time of the annual adjustment.
No “traditional” rate cases have been filed in Alabama since this plan was

2 <¢

implemented. Similar “earnings sharing,” “attrition” or indexed adjustment
mechanisms are used in jurisdictions including California, Georgia, Iowa,
Louisiana, Maine, Massachusetts, Mississippi, North Dakota, Oklahoma, and

Vermont.

As the foregoing shows, regulatory jurisdictions throughout the country are
taking proactive, innovative steps to reduce the negative earnings impact of

regulatory lag on their respective states’ utilities. Disregarding those significant
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impacts out of strict adherence to “tradition” is neither reasonable nor
constructive, and will ultimately harm APS, its customers and the State of

Arizona over the long-term.

THE COMMISSION HAS RECENTLY APPROVED SEVERAL
ADJUSTMENT MECHANISMS FOR APS. DO THOSE MECHANISMS
HELP RELIEVE THE COMPANY’S FINANCIAL CONDITION?

APS currently has in place several Commission-approved adjustment
mechanisms that have improved the Company’s previous cash flow problems,
including particularly the Power Supply Adjustor (“PSA”) and the Transmission
Cost Adjustor (“TCA”). APS acknowledges these constructive measures, some
of which have unquestionably forestalled a downgrade to junk to date. There 1s
little question that, by resolving the Company’s significant fuel cost recovery
problems, the PSA in particular saved the Company from a downgrade
following the conclusion of the last rate case, and, in all likelihood, protected

APS from financial insolvency.

Nevertheless, it is important to recognize that, except for the TCA, these
mechanisms are simply operating cost pass-through provisions, which do not
provide earnings to the Company. The PSA, for example, does not prevent the
Company’s growing earnings attrition and thus cannot resolve the fundamental
financial difficulties caused by APS’s increasing non-fuel costs in an

environment of extensive regulatory lag.
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HOW DO YOU RESPOND TO STAFF’S DISCUSSION OF THE
“USEFUL FUNCTIONS OF REGULATORY LAG” ON PAGES 12 AND
13 OF MR. SMITH’S TESTIMONY?

I am responsible for running an electric utility that has a legal obligation to
provide reliable service to both current and — just as important — future
customers, irrespective of whether the cost of doing so outweighs the immediate
financial benefit to APS of whatever incremental revenue those customers
provide. Mr. Smith’s suggestion that APS has the luxury of simply rejecting
projects that do not survive some sort of “cost-benefit analysis” ignores the
Company’s duty to serve and anticipate the future needs and opportunities

facing our State.

It is undeniable that APS has an obligation to provide reliable service to every
present and future customer residing in its service territory, and, as the
designated “provider of last resort,” must remain ready and able to connect even
those customers that do not receive service from APS today but that might
someday request it. This means that APS is required not only to maintain a
reliable distribution and transmission system that can serve present and future
customers, but that it must also invest in (or otherwise acquire) the generation
resources necessary to meet all of the growing energy demand within its service
territory. As Arizona’s largest utility, the Company is also keenly aware of its
responsibility to comply with the Commission’s policy directives to invest in
resources and technologies that will promote a sustainable energy future for
Arizona and allow Arizona’s economy to continue to prosper (as APS Witness

Bill Post discusses in his Rebuttal Testimony).
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Significantly, neither Staff’s consultants nor any other party to this proceeding
disputes that most, if not all, of APS’s capital costs are essential for APS to
maintain reliable service, meet demand, and continue to implement the
customer-beneficial programs and technologies that this Commission has found
to be in the public interest. The massive costs facing APS thus cannot be
avoided without sacrificing either service reliability or Commission-endorsed,
customer-beneficial programs, and the Company simply cannot “cost manage”
its way into financial health during the extensive period of regulatory lag by
performing a “cost/benefit” analysis on its intended capital projects and rejecting
as an inappropriate business risk any project that “is not cost-justified or [for
which] the benefits are too speculative to warrant the commitment of funds,” as

Mr. Smith suggests. See Smith Testimony at 13.

If APS is required to continue to bear the entire “cost responsibility for plant
additions and operating cost increases during the period between rate cases,”
notwithstanding the extraordinary length of such period and the fact that such
lag results in a permanent forfeiture of earnings, loss of financial health, and
deteriorating credit metrics (as Mr. Smith suggests regulatory policy requires),
socially desirable and customer-beneficial projects will necessarily be sacrificed
in favor of whatever investments APS can still afford to make to meet its
obligation to provide basic, reliable service to its customers. The Company
never wants to be placed, for example, in the position that PacifiCorp’s
subsidiary, Rocky Mountain Power, is now in: PacifiCorp recently announced
that, because the Utah public utility commission did not grant Rocky Mountain
Power a rate increase that was sufficient to cover its cost of providing electric

service, it would be forced to terminate services aimed at ensuring the reliability
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of its system (such as the payment of overtime to employees to promptly

respond to system outages, except where public safety is threatened). See
PacifiCorp Press Release, September 2, 2008, attached hereto at Attachment
DEB RB-4.

If APS is downgraded during the course of its general rate proceedings, as I
believe is more likely than not without interim relief, there is a virtual guarantee
that even the currently planned Solana project will be abandoned in light of a
contractual clause in the Company’s contract with Abengoa that allows Abengoa
to forego the project if, because of APS’s financial condition, Abengoa cannot
obtain the necessary financing to complete it. As the Company’s CEO, I have
gone on record saying that we intend for Solana to be the first of several large-
scale central-station solar projects, and have set an ultimate goal of making
Arizona the solar capital of the world. A credit downgrade to junk would

devastate that vision.

HOW DO YOU RESPOND TO STAFF’S AND RUCO’S SUGGESTION
THAT THE USE OF INTERIM RELIEF TO MITIGATE THE
FINANCIAL HARM CAUSED BY REGULATORY LAG UNFAIRLY
SHIFTS RISK FROM THE COMPANY TO RATEPAYERS?

Such a suggestion is far off the mark. In the most simple terms, APS is entitled
to rates that are sufficient to cover its operating and capital costs and provide a
meaningful opportunity to earn a reasonable return on the fair value of its
property. There is no legal or regulatory principle that requires the Company to
forego this entitlement for any period of time — let alone a two year or longer

period of regulatory lag.
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The Company’s current rates do not allow APS to recover its cost of service, nor
have they for years. Mr. Smith concedes that, just since the end of the
September 30, 2005 test year from APS’s last rate case, APS has invested in at
least half a billion dollars in ACC-jurisdictional rate base necessary to serve
customers that is not reflected in the Company’s present retail rates. See Smith
Testimony at 12. For every additional day that APS is unable to recover these

costs, the Company’s financial condition worsens.

There is nothing unfair in requiring customers to pay for the Company’s
reasonable cost of service, nor can such a requirement be characterized as
inappropriate “risk shifting.” In fact, the opposite is true. For years, APS’s
shareholders have sacrificed expected and allowed returns while still
contributing to the financial health of the Company through equity infusions. At
the same time, APS’s customers have received exceptional and reliable service
at below-cost, shareholder-subsidized prices. Such an arrangement 1s simply not
sustainable. The Company’s financial condition grows more precarious,
Pinnacle West’s stock is selling for below book value and consistently performs
worse than its peers, and APS relentlessly hangs on the edge of investment grade
credit status, threatened with a downgrade to junk. The striking financial impact
of the extensive regulatory lag that we are experiencing today must be addressed
if APS is to avoid the threat of a credit rating downgrade and continue to meet
its public service obligations in the future. Granting the Company’s interim
request is one important way in which the Commission can do so.

C. Staff’s consultants’ conclusion that APS'’s financial condition is currently

strong enough not to require interim relief ignores the significant risks
now facing the Company.
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HOW DO YOU RESPOND TO MR. SMITH’S SUGGESTION THAT
“APS’S FINANCIAL CONDITION APPEARS TO BE SOUND ENOUGH
TO NOT REQUIRE AN INTERIM INCREASE DURING THE
PROCESSING OF ITS GENERAL RATE CASE” (SEE SMITH
TESTIMONY AT 30)?

First, Mr. Smith’s use of the qualifier “appears” should give the Commission
pause, given the striking and undisputed consequences of his being wrong.
Second, and despite Mr. Smith’s and Mr. Parcell’s belabored attempts to suggest
otherwise, the evidence is clear that APS’s financial condition is suffering from
the impact of the extraordinary circumstances it now faces, that its ability to
continue to invest in necessary capital projects is in jeopardy, and that it faces a
substantial risk of downgrade during its general rate case proceedings without

rate relief.

Staff’s consultants fail to address the most fundamental issue — whether, absent
interim relief, there is a reasonable risk that APS will be downgraded, be unable
to secure needed capital, or be forced to forego needed and beneficial projects
prior to the resolution of the Company’s general rate case. Instead, Mr. Smith
and Mr. Parcell engage in a lengthy and distracting discussion of how credit
rating agencies rate utilities and a selective analysis of recent rating agency
reports in an attempt to show that APS is at the moment sufficiently “sound”

financially.

This argument appears to be premised on three factors: (1) that APS’s debt is
currently investment grade, see Smith Testimony at 23, 25; (2) that credit rating
agencies have not indicated that interim relief is required to maintain that
investment rating, see Smith Testimony at 25; and (3) that APS is not currently

experiencing a financial crisis, Smith Testimony at 16. From this, Staff
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concludes that “[u]nless there are unanticipated or unforeseen events that

occur during that timeframe . . . APS should be able to continue to provide
safe, reasonable, and adequate service without an interim rate increase while the

APS general rate case is being processed.” See Smith Testimony at 15.

But that is not the standard for interim relief, nor should it be. Although APS’s
debt may currently be rated investment grade, the Company’s credit metrics are
such that the rating may fall to junk in the blink of an eye. And although APS
currently has access to the debt capital markets, given the Company’s financial
condition and the current state of the debt markets, that access, too, may be
denied on a moment’s notice (as it has been in the past), and APS cannot meet
all of its spending needs for the next several years with existing revolving credit
agreements, as Mr. Smith appears to suggest it should. See Smith Testimony at

16, 28.

Prudent public policy requires keeping the state’s largest utility in sufficient
financial health at all times such that it has the financial wherewithal to
overcome the financial challenges posed by any “unanticipated or unforeseen
events” that may occur so that the highly negative consequences of such events
can be avoided at the outset, rather than dealt with after the event occurs and it s
too late to avoid the harm. Contrary to the suggestion of Staff’s consultants, this
means that the Commission must do more than simply examine the state of the
Company’s financial health as it exists at this very moment, but must look at the
reasonable future risks facing APS to determine whether interim relief is
appropriate. You do not wait to start building the ark until after you see the first

drop of rain.
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WHY DO YOU BELIEVE IT IS MORE LIKELY THAN NOT THAT APS
WILL LIKELY BE DOWNGRADED TO JUNK DURING THE COURSE
OF THE COMPANY'’S GENERAL RATE PROCEEDING?

I firmly believe that APS faces the significant threat of downgrade during the
course of the Company’s rate proceeding because it does not have sufficient
revenue to sustain its FFO/Debt credit metric above investment-grade levels
during the course of the Company’s general rate case, much less any financial
cushion to protect it from any financial difficulty that may occur during that

time.

Irrespective of the admittedly general description outlined by S&P of what
criteria a utility must maintain to remain within investment grade (a discussion
that was overly simplified on pagés 12 and 13 of Mr. Parcell’s testimony), it
remains true that — for a company with the regulatory and other challenges
facing APS — the Company still must have an FFO/Debt ratio in the range of
18% to 20% in order to avoid a downgrade to junk. Although I agree with Staff
that the FFO/Debt metric is not the “exclusive” metric analyzed by rating
agencies (by describing it as ‘key,” I do not believe I ever suggested otherwise),
it is indisputably the most important one — a fact that is commonly known in the

industry and made clear by the very articles Mr. Smith cites 1n his testimony.

In the 2008 S&P publication describing “Corporate Ratings Criteria,” attached
to Mr. Smith’s testimony at RCS-3, S&P plainly states that funds from
operations is “the most frequently used credit measure in industrial ratings,” and
that cash flow adequacy analysis, usually the “single most critical aspect of

<L

credit rating decisions,” “often focuses on levels of funds from operations

(FFO).” See id. at 40-42. The Company’s concentration on FFO/Debt 1is
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therefore most appropriate in attempting to discern generally when its credit

metrics will be sufficiently low to make a downgrade a reality.

As APS has shown, even assuming an equity issuance of $400 million before
year end 2009, the Company’s FFO/Debt ratio will fall below the 18% threshold
to junk just next year, resting at 17.6% by year end 2009 and 16.6% in 2010
under present rates — well outside of the parameters needed to sustain investment

grade.

PLEASE ADDRESS THE TABLE ON PAGE 20 OF MR. SMITH’S
TESTIMONY, WHICH PURPORTS TO SHOW THAT APS’S FFO/DEBT
RATIO WILL REMAIN AT INVESTMENT GRADE LEVELS
WITHOUT INTERIM RELIEF.

Mr. Smith’s attempt to use the data shown in the table on page 20 to prove that
APS’s FFO/Debt ratio can be sustained within investment grade levels even
without interim relief is unpersuasive because it is based on a set of assumptions
(which he expressly required in his data request) that are inherently

implausible.

For example, the table assumes that APS will receive a base rate increase of
anywhere from 9.5% to 17.5% on October 1, 2009. This assumption 1is shaky
for a couple of reasons. First, it ignores the undisputed fact that APS rate cases
have historically taken anywhere from 18-24 months to resolve, which would
make any new rate that APS is granted in its permanent rate case effective i
2010, at the earliest. While APS hopes that the case will be resolved by October
1, 2009, as requested, it nonetheless questions whether it will benefit from

permanent rate relief in this timeframe.
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Moreover, the assumed level of rate increase is made without the benefit of any
indication of what level of rate increase Staff, RUCO, or any of the other parties
to the rate case (let alone the Administrative Law Judge or the Commission) will
support. While the Company certainly hopes that it receives at least a 9.5% rate
increase at the conclusion of its general rate case (and it needs much more, as
that filing shows), Staff has made no such recommendation and it would be
imprudent to depend upon any such level of relief for purposes of the interim
proceeding before knowing what the analysis and recommendations of other

parties will be.

The results in the table also assume that APS is able to receive an equity
infusion from Pinnacle West under reasonable terms in 2008 — a virtual
impossibility considering current timing, current market conditions and Pinnacle
West’s below-book-value stock price, not to mention the difficulty that Pinnacle
West would have attracting equity investors on reasonable terms while APS i1s
knee-deep in litigating a general rate case after having been denied interim relief
(the premise of Staff’s position) with a history of substantially underearning its
allowed ROE by significant margins. These and other practical restraints that I
will describe in detail below will likely prevent the Company from benefiting
from any equity infusion before well into 2009, despite Mr. Smith’s assumption

to the contrary.

Give the likely unrealistic assumptions underpinning these results, Mr. Smith’s
analysis cannot be used as a basis for concluding that the Company’s credit
metrics are sufficiently sound without interim relief that it will be able to avoid a

downgrade should interim relief not be granted.

24




O 00 1 & L b~ W -

(\) N N N N N l\)tv—- p— [a— p— p— p— — Pt — —
o Y., T - ¥ TR N T < B N B - - BN I« W U, B VS B S N L =)

HOW DO YOU RESPOND TO STAFF’S CONSULTANTS’ ARGUMENT
THAT APS’S CURRENTLY “STABLE” OUTLOOKS PROVE THAT
APS WILL NOT BE DOWNGRADED WITHOUT INTERIM RELIEF?

Staff’s consultants attempt to use rating agency reports to undercut APS’s claim
that it will likely be downgraded prior to the conclusion of its general rate case
misunderstands how rating agencies operate. As an initial matter, each of the
“stable” outlooks published by the rating agencies anticipates constructive
decisions in the Company’s interim and general rate filings that will allow it to
maintain its current investment grade levels. Moody’s, for example, notes that
its “stable” outlook for APS is specifically predicated on the expectation “that
more balanced regulatory relief continues especially given that APS has several
rate filings currently pending” (referring to both the interim and general rate

matters). See Parcell Testimony, Attachment 8.

Similarly, the June 2008 S&P ratings report on which Mr. Smith and Mr. Parcell
rely expressly notes that the Company’s interim request was a consideration in
that agency’s “stable” outlook for APS, stating that “[t]he stable outlook reflects
our expectation that consolidated cash flow volatility has been tamped down by
the ACC’s approval of a stronger PSA that speeds the recovery of fuel costs, but
consolidated financial performance will continue to be challenged by regulatory
lag at APS, which could be moderated by APS’s pending interim rate request . .
. . Ratings could be lowered to speculative [junk] grade if the company 1s not
able to overcome the challenge of ensuring timely recovery of its prudently
incurred costs through rate increases approved by the ACC.” See Parcell
Testimony, Attachment 9 at page 5. The fact that these “stable” outlooks
specifically reflect the potential impact of the Company’s interim filings

undercuts the proposition that such outlooks conclusively demonstrate that “it 1s
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not imminent or probable that APS’s debt will be downgraded to “junk” status 1f
the $115 million interim rate increase is not granted.” See Smith Testimony at

25.

Neither is there any merit to Staff’s consultants’ suggestion that a downgrade is
not “imminent or probable” because credit rating agencies have not “announced
that APS’s debt would be downgraded if APS’s request for interim rates were to
be denied.” See Smith Testimony at 25; Parcell Testimony at 12. As those
experienced in the industry are well aware, credit rating agencies do not
telegraph or otherwise expressly communicate to the utility or the public what
specific impact a potential future event will have on that company’s credit rating
before the event occurs. A downgrade can happen in the blink of an eye, with
no “announcement” or “warning” from the agency to the Company whatsoever.
In fact, when S&P downgraded APS’s debt from a “stable” BBB to BBB- in
December of 2005, the Company did not learn that S&P had taken such action
until I received a phone call from S&P’s analyst an hour after the S&P ratings

committee had already met and decided the issue.

Rather, what the Company has learned from the rating agencies — both through
statements made in the reports cited above and from discussions with analysts —
is that it is important that APS maintain an FFO/Debt ratio within at least the
18-20% range to stay within its current investment grade. For example, in
conference calls that took place on July 22 and 25, 2008 between myself, APS’s
Senior Vice President and Chief Financial Officer, James Hatfield, APS’s Vice
President and Treasurer, Barbara Gomez, and Moody’s personnel, Moody’s
specifically noted that APS’s credit metrics needed to be in the upper part of the

range applicable to APS and similar electric utilities because of what 1t believes
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to be Arizona’s challenging regulatory environment. In a separate, in-person
meeting between S&P representatives and Mr. Hatfield, Ms. Gomez, and me,
held in S&P’s San Francisco office on August 28, 2008, S&P expressly stated
that it will be reevaluating the Company’s credit status in its ratings committee
after the Commission rules on APS’s interim request. Together, these facts
imply that if the Commission’s decision in this matter deprives APS of the
ability to keep its credit metrics within investment grade range, it faces the

significant likelihood that APS’s debt will be downgraded to junk status.

Neither does APS have any comfort in the fact that Moody’s and Fitch currently
rate APS two “notches” above junk grade, compared to S&P’s one-level above
junk credit rating, as Mr. Parcell suggests. See Parcell Testimony at 9, 17. Asa
practical matter, if any one of the three major credit rating agencies downgrades
APS, the Company’s debt will be regarded as junk by the market. Thus, if S&P
downgrades APS to junk after taking the Company to its ratings committee
following the resolution of this matter, APS and its customers will suffer
essentially the same financial consequences that would have resulted had all
three downgraded the Company’s debt simultaneously. = Moreover, any
downgrade by one credit rating agency will likely cause others to reevaluate the
Company’s financial health and the reason for the downgrade under their own
respective criteria, thus increasing the risk that more than one agency will revise

the Company’s ratings downward.
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PLEASE COMMENT ON STAFF’S CONCLUSION THAT THE VALUE
LINE AND S&P STOCK EVALUATIONS CITED ON PAGE 14 OF MR.
PARCELL’S TESTIMONY INDICATE THAT PINNACLE WEST’S
“FINANCIAL STRENGTH AND VIABILITY” COMPARES
FAVORABLY AGAINST OTHER ELECTRIC UTILITIES.

These services are fine for what they are, but their opinions simply cannot be
used to support the point that Mr. Parcell attempts to make: that the Company’s
financial strength and viability are “below risk” compared to others in the

electric utility industry.

PLEASE ELABORATE.

Value Line and Standard & Poor’s Equity Research each produce short reports
on the stocks of almost 2,000 companies of varying sizes and industries, not just
those of the regulated electric utilities with whom Pinnacle West competes for
equity investment. Value Line evaluates a universe of approximately 1,700
individual stocks, and each of its rankings is relative to all of the other stocks in
Value Line’s coverage universe, from small start-ups to Fortune 500 companies.
Value Line determines its ratings by plugging historical data into computer
models, with no independent research into the individual company at issue.
Standard & Poor’s Equity Research similarly ranks approximately 1,500 U.S.
stocks, also using a computerized system. It stands to reason that, compared
against a vast array of companies — many of which, because of their nature,
experience tremendous daily and weekly fluctuations in stock value — regulated
utilities with a relatively consistent revenue stream will generally rank well
under such stock analyses as relatively stable investments. An electric utility 1s
reasonably stable, for example, relative to a high tech company, a biotech

company, or a recent Silicon Valley start-up IPO.

28




O 00 1 N W bk WD =

RO N NN NN = e e e e e e e e
& U B LN m, S © 0 O oW A YN~ O

These rankings do not, however, reveal anything meaningful about the financial
security of the individual company at issue, and thus cannot be used to suggest
that APS is in a sound state of financial health or is not at risk of a ratings
downgrade. Indeed, these stock evaluations are separate and distinct from credit
rating analyses, a point made clear by Mr. Parcell’s own exhibit, the S&P
“Security Owner’s Stock Guide” (attached to Mr. Parcell’s testimony at
Attachment 13), which notes that “[r]elative quality of bonds or other debt, that
is, degrees of protection for principal and interest, called credit worthiness,
cannot be applied to common stocks, and therefore rankings are not to be
confused with bond quality ratings which are arrived at by a necessarily
different approach.” The stock evaluations on which Mr. Parcell relies thus
cannot and do not suppbrt any intended implication that a credit rating agency
will not downgrade APS because some stock analyst has classified Pinnacle

West’s stock as a “below average” risk relative to 1,700 other companies.

Neither, on their own, can these evaluations be used as “indicator|s] of financial
strength and viability,” as Mr. Parcell suggests. See Parcell Testimony at 14. In
an attempt to support an overall conclusion that Pinnacle West is a “below risk
electric utility holding company,” Mr. Parcell cites three Value Line
measurements — Safety, Beta, and Financial Strength — and one S&P Stock
Ranking. See Parcell Testimony at 14-16. But as a close analysis of these
rankings reveals, such a conclusion 1s simply inaccurate. I will take each listed

ranking in turn.

According to Value Line, its “Safety” ranking is intended to measure, on a scale
of one to five, the total risk of a company’s stock relative to the approximately

1,700 other stocks in Value Line’s coverage universe. As Mr. Parcell indicates,
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Pinnacle West’s “Safety” ranking is a “2,” not far from the 2.3 electric utility

industry average. This ranking is determined by equally weighting two other
rankings: Financial Strength and Price Stability. The Financial Strength rating,
which Mr. Parcell separately identifies, attempts to evaluate and compare the
relative financial strength of the broad range of companies whose stocks are
reviewed by Value Line (using a “cash flow” analysis, though it provides little
detail into its methodology). The relative ratings range from A++ (strongest) to

C (weakest) in nine steps.

Although, as Mr. Parcell notes, APS is rated as an “A” in this regard — third of
the nine levels — that rating is one that compares APS against a wide spectrum of
industries, many of which have greater revenue and cash flow volatility
compared to a regulated electric utility, and which thus may appropriately be
deemed less financially strong for equity investment. The vast majority of the
electric utilities in the Value Line investment survey fall closely together within
the A to B+ range, with some few outliers scattered above and below. This
measure thus shows little deviation between electric utilities and thus indicates
little about how Pinnacle West’s financial strength compares to that of its

industry peers.

The second consideration in the “Safety” rating, the “Price Stability Factor”
(which Mr. Parcell does not address), 1s intended to be “a relative ranking of the
standard deviation of weekly percent change in the price of a stock over the past
five years.” The relatively high ranking of Pinnacle West and all other electric
utilities in the Safety index is unsurprising given the emphasis on this factor.
What the price stability analysis reflects is the fact that Pinnacle West’s stock

price has not varied significantly, on a weekly basis, over the past five years.
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Stock values for regulated utilities seldom experience such short term price
fluctuations, and would thus compare favorably against businesses in other

industries that are at greater risk in this regard.

That is not to say, however, that Pinnacle West’s stock has not fluctuated over
the long-term. To the contrary: Pinnacle West’s stock price per share has
changed dramatically over the past several years, falling from a high of $51.67
on January 3, 2007 to a low of $30.26 on June 30, 2008 (below the book value
per share of $37.22) — a 40% drop in stock price in just 18 months that equals a
$2.1 billion loss of shareholder equity value and that has placed Pinnacle West’s
stock performance among the worst compared to others in the industry, as I have

described.

As for the third Value Line category on which Mr. Parcell relies, “Beta,” Value
Line does not consider that category to be a “ranking” as much as a measure of
stock volatility, attempting to capture how a particular stock price will move
relative to the market as a whole. A stock with a beta of 1.0 1s expected to move
with the market over time. A stock with a beta greater than 1.0 is expected to
rise or fall more than the market index. A stock with a beta lower than 1.0 1s
expected to be less volatile compared to the market index. There is thus little to
be gleaned about Pinnacle West’s “financial strength and viability” from
Pinnacle West’s Beta ranking of 0.80 compared to the electric utility industry

average Beta of 0.87.

The last evaluation that Mr. Parcell cites is Standard & Poor’s stock ranking of
Pinnacle West as a “B+” — midrange on an eight point scale of A+ to D. This

ranking, which attempts to capture the growth and stability of earnings and
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dividend record over the past 10 years, is almost certainly due to Pinnacle
West’s dividend per share growth and does not reflect APS’s current “financial
strength and viability,” as Mr. Parcell erroneously suggests. As S&P explains,
“[i]f a company pays a dividend on the common stock, it is highly unlikely that
the rank will be below B-, even if it has incurred losses.” Standard & Poor's
Quality Rankings: Portfolio Performance, Risk, and Fundamental Analysis,
October 2005, Standard & Poor's Corporation, c¢. 2005, p.5, found at
http.//www?2 standardandpoors.com/spf/pdf/media/QualityRankingWhitePaperFi

nal pdf.

As the Commission is aware, Pinnacle West restored its dividend at a low level
in 1993 (after a three-year suspension) and grew it a modest $0.10 per share
annually through 2006. As a result, its compound annual dividend growth rate
from 1998 to 2007 was 5.8%. The average dividend growth rate for utilities that
increased their dividends during that same time was 7.2%, demonstrating that
these utilities increased their dividends by a greater margin than did Pinnacle
West, even though starting from a higher base. When those utilities that did not
increase their dividends are also considered, the dividend growth rate for the
industry as a whole during this period was negative 0.2%. By the measure of
dividend growth alone, Pinnacle West compares favorably to its industry peers.
Indeed, given APS’s massive underearning and its abysmal stock performance,
Pinnacle West would have no chance of raising equity capital whatsoever, let
alone on reasonable terms, if it terminated or reduced its dividends, nor would it

have been ranked anywhere near a B+ under S&P’s stock evaluation.

Given the narrow focus of S&P’s rating of the Company’s stock on dividend

growth, such a ranking certainly cannot be used to suggest that the Company
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currently has sufficient financial strength to avoid the risk of credit downgrade
during the course of the rate proceedings and the attendant inability to finance
its necessary capital programs, nor can any of the other rankings to which Mr.
Parcell refers. There is thus no merit to his conclusion that these evaluations
show that APS’s “financial strength and viability” compares well against others

in the electric industry.

In fact, Mr. Parcell’s conclusion is refuted by the following actual and
undisputed facts: that, as a direct result of APS’s poor financial health, Pinnacle
West’s stock is among the worst performing of all of the other investor-owned
utilities with which Pinnacle West competes for equity capital, despite what any
stock “risk” evaluation might be misread to suggest. As I noted in my Affidavit,
APS’s current financial condition has caused Pinnacle West’s stock — which
currently trades for below book value — to suffer a 19.5% drop in value during
the three years ended April 30, 2008, while the electric utility industry as a
whole experienced a 40.8% increase in stock value during this same period.
See Brandt Affidavit at 8-9. Staff’s consultants do not contest these facts, which
put to rest any conclusion that Pinnacle West’s stock is a “below average” risk
for an electric utility or that APS’s financial viability is somehow in better
condition than the plain and undisputed evidence reveals. Their attempt to
explain away these facts by focusing on stock evaluations that are virtually
meaningless for the purpose of assessing the true state of APS’s financial health

is thus unpersuasive.
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HOW DO YOU RESPOND TO MR. SMITH’S SUGGESTION AT PAGES
21 TO 22 THAT INTERIM RELIEF IS NOT APPROPRIATE BECAUSE
IT WILL NOT NECESSARILY PREVENT FUTURE DOWNGRADES
OR CAUSE THE COMPANY’S DEBT TO BE UPGRADED?

I frankly do not understand Mr. Smith’s suggestion that interim relief should be
denied because it will not necessarily prevent a future downgrade. Essentially,
Mr. Smith argues that APS should not be given the relief necessary to improve
its credit metrics and provide it with an adequate buffer of protection against the
risk of downgrade during the general rate proceedings because there may one
day be an event of such magnitude that the Commission-provided buffer is
insufficient and the Company is downgraded nevertheless. This is akin to
arguing that a doctor should not treat a sick patient because that patient may be
hit by a bus on the way home. While that may be true, it certainly should not be

used as justification for failing to treat the patient to begin with.

As for the suggestion that interim relief should not be awarded because it will
not result in a ratings upgrade, APS would welcome rate relief in a sufficient
amount that its debt would be upgraded to higher credit levels. Indeed, that
result is a key focus of the Company’s plan for restoration of financial health,
and would bring substantial benefits and long-term cost-savings to customers.
But while interim relief is a necessary part of that plan — allowing APS to
maintain current investment grade levels until its general rate case is resolved —
the Company never intended for its interim request to result in a ratings upgrade.
Nor is such a result required for interim relief to be appropriate. Just because
the path to better financial health and higher credit ratings is slow and long, that
does not mean the journey should not begin. The Company’s interim rate

request is an initial step in that journey.

34




O 00 3 O W kW e

[\ [\®] N N N [\ l\).’—l — [ st —_ — [ —_ —_ —
o NV, T S UV I NG T S e BN« B -« BN BEo N V. I S VS =

D. Granting the Company’s interim request will benefit customers and is in
the public interest.

MR. SMITH INDICATES THAT THE COMPANY HAS NOT SHOWN
THAT THE INTERIM REQUEST WILL BENEFIT CUSTOMERS.
PLEASE COMMENT.

I could not disagree more. The Company has shown that its current financial
condition is such that it faces a serious risk of a downgrade to juhk during the
course of its general rate proceedings, and that — absent interim relief — 1t will be
required either to bear the risk of a downgrade with no buffer to protect it
against any added financial stress that may arise (with the attendant and
undisputed ramifications on the Company and its customers, described in detail
on page 13 of my Affidavit and conceded in Mr. Smith’s testimony on pages 23-
25 and Mr. Higgins’s testimony oﬁ pages 3 to 4) or to forego projects that are
either necessary for reliable service or that the Commission has otherwise
deemed to be customer-beneficial and within the public interest. See Brandt

Affidavit at 9, 13.

But even setting aside for a moment the substantial potential for downgrade,
there is little question that the requested interim relief will improve the
Company’s earnings during the course of the general rate proceedings, which
result itself will ultimately benefit customers. The belief that any action that
inures to the benefit of shareholders must necessarily also be to the detriment of
customers is simply wrong. The Company’s ability to attract capital at
reasonable prices such that it can provide reliable service and invest in
customer-beneficial programs and sustainable technologies depends entirely

upon its financial strength. The better APS’s financial health, the lower the cost
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IV.

of capital that will ultimately be paid by customers to finance the projects from

which they importantly benefit.

The converse is also true: the more the Commission artificially depresses
electric prices in the short run, the worse the Company’s financial health and the
harder it will be for the Company to attract the capital it needs at reasonable
prices. Equity capital invariably flows to where it can earn the best risk-adjusted
returns, which means that the Company’s actual rate of return is more important
than its allowed rate of return. The better the Company’s actual ROE, the better
the terms on which the Company can issue equity. Because, as I have discussed,
the Company’s actual rate of return is significantly and negatively impacted by
regulatory lag, any measure that reduces that impact and improves the
Company’s earnings will also improve the Company’s chances of attracting
needed capital at lower costs, thus keeping customer costs down in the long run.
Because granting the Company’s interim rate request will mitigate the impact of
APS’s extensive regulatory lag and improve the Company’s ROE, it will also
improve the Company’s likelihood of being able to finance its necessary capital
spending with a lower cost of capital, thus providing substantial benefits to
customers.

THE COMPANY’S PROPOSED AMOUNT OF INTERIM RELIEF WILL
PROVIDE APS WITH A SUFFICIENT FINANCIAL CUSHION PENDING

THE RESOLUTION OF THE GENERAL RATE CASE AND WILL BEST
MEET IMPORTANT POLICY GOALS.

HOW DID THE COMPANY CALCULATE ITS PROPOSED LEVEL OF
INTERIM RELIEF?

The Company’s proposed level of interim rate relief was not based on any

analysis of what minimal level would be required to sustain the Company’s
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credit ratings. Nor, contrary to Mr. Smith’s suggestion, was it calculated in
reference to the $1.7 billion that APS has expended in new facilities from the
end of the Company’s last Test Year through May, 2008 (a number that was
mentioned only anecdotally in APS’s Motion to illustrate the magnitude of the
Company’s capital spending obligations since its last Test Year). See Smith
Testimony at 12. Rather, APS sought an interim base rate increase in the same
amount of the roughly 4 mil 2007 PSA Adjustor that expired this past August in
an effort to provide the Commission with the opportunity to implement the
requested increase without any change in the amount of customer bills and to
minimize rate volatility upon the conclusion of the Company’s current general

rate case.

ASSUMING THAT THE COMMISSION FINDS THAT AN INTERIM
RATE INCREASE IS WARRANTED, PLEASE EXPLAIN WHY THE
$115 MILLION SOUGHT BY THE COMPANY IS AN APPROPRIATE
AMOUNT.

Although the PSA Adjustor has now expired, the 4 mil figure remains an
appropriate level of relief. Of the various amounts of relief suggested by the
parties in this case, the Company’s proposal provides the most reasonable level
of protection for the Company against a ratings downgrade during the course of
the general rate proceedings, generates an amount below what the Company 1s
likely to receive under a conservative resolution of its general rate case and is
thus not likely to require a refund. Also, if implemented in November of this
year, the effective date of the increase can coincide with the rate decrease that
most customers will experience in the November transition to winter rates, thus

allowing the Commission to “phase-in” a significant portion of any increase
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resulting from the Company’s general rate filing at a time when customers are

likely to be impacted by it the least.

As an initial matter, there should be no dispute that some level of rate relief is
appropriate to grant to APS at the conclusion of the general rate case. Both the
AECC and Staff’s consultants acknowledge in their Direct Testimonies that APS
already has incurred legitimate capital costs that are not reflected in current
rates, thus suggesting that the Company will receive some measure of rate relief
when the permanent rate case is resolved. Even using what he refers to as a
basic “non-controversial” analysis, Mr. Smith concludes that APS ultimately
could demonstrate at least a $65 million increase in annualized revenue. The
AECC proposes that an appropriate amount would be $42.4 million, effective
January 1, 2009.

APS believes that a “non-controversial” analysis would actually support a much
larger interim rate increase than the $115 million requested by the Company. In
fact, as shown on Attachment DEB_RB-5, $115 million is not even in the upper

range of the amount that justifiably could have been proposed.

I have summarized the analysis from Attachment DEB_RB-5 in the following
table. Two adjustments to Mr. Smith’s calculations are, at a minimum,
necessary to fairly reflect the appropriate revenue requirement increase: the
inclusion of book depreciation expense and consideration of the appropriate
period. As to the former, Mr. Smith’s revenue requirement analysis only
considered a return “on” the “non-controversial” plant additions, and omitted the
increased book depreciation that reflects the return “of” the investments in the

revenue requirement. See Rebuttal Testimony of David Rumolo at pages 3-5.
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Increased Revenue Requirements on ACC Jurisdictional Rate Base Growth

Revenue
Plant Additions Requirement
Including On Increased Revenue
Plant Rate Base Revenue Book Requirement
Period Additions Deductions Requirement Depreciation Deficiency
(M) (SM) (M) (3M) (M)
9/30/05 to
12/31107 $1,114 $538 $65 $30 ($95)
2008 $838 $401 $49 $23 ($167)
2009 $907 $463 $56 $24 ($247)

As this table shows, just including appropriate book depreciation on Mr. Smith’s
analysis results in a $95 million annual revenue requirement. But APS has made
substantial ACC-jurisdictional investments since that time, and continues to do
so. In 2008, it will have placed in service an additional $838 million of ACC-
jurisdictional plant, bringing its cumulative annualized revenue requirement
increase to $167 million using the same conservative analysis. By 2009, the
same analysis on the additional projected $907 million dollars in gross ACC-
jurisdictional plant additions brings the Company’s annual revenue requirement
increase to a cumulative total of $247 million — an amount that more than
doubles the Company’s requested $115 million level of relief. If the
Commission finds it appropriate to use this type of non-controversial analysis as
Mr. Smith suggests, APS would, of course, welcome any of the higher levels of
relief that such an analysis can support. See also Rebuttal Testimony of David

Rumolo at Attachment DJR_RB-1.

In addition to being a moderate request compared to what the Company might
have otherwise proposed, of three alternatives presented by the parties, APS’s

proposal best provides the Company with a measure of protection from
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downgrade through the course of the general rate proceedings and meets the
policy objectives described above. As I have previously explained, irrespective
of any equity infusion by Pinnacle West', the Company’s FFO/Debt ratio likely
will fall below the 18% threshold of “junk™ status in 2009, almost certainly
before the Commission is able to reach a final decision in the pending general
rate case — a fact of which rating agencies are acutely aware. Any interim relief
granted should thus be sufficient in amount not just to keep APS teetering on the
brink of junk, but to provide it with a level of protection against a ratings
downgrade for as long as it takes for new rates in the general rate case to take
effect. AECC Witness Kevin Higgins noted that “[i]n light of the cash flow
pressures being experienced by APS, . . . some interim relief is warranted to
protect retail customers from the negative consequences of a credit downgrade”
and that “providing interim relief sufficient to allow APS to attain a 2009
FFO/Debt ratio of 18 percent, plus a reasonable buffer, during the pendency of
its general rate case, is reasonable and in the public interest.” See Higgins

Testimony at 7.

While it is not possible to determine precisely what amount of rate relief will
provide APS with a sufficient buffer to ensure the Company’s ability to maintain
its current financial metrics, continue to provide reliable service to customers,
and prevent a ratings downgrade during the course of the general rate
proceeding, the Company’s proposal provides it with the most reasonable level
of protection against such consequences. Under APS’s proposal, the Company’s

FFO/Debt ratio would remain in investment grade through year-end 2009

! As discussed in Section V below, implementing the proposed $400 million equity infusion at the present time
would not be in the Company’s or the public’s best interest and, in any event, would not minimize the need for
the interim rate relief sought.
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(19.6%), giving the Company a reasonable degree of cushion from downgrade
until the FFO benefits from the general rate case decision can build (while still
giving the Company some improvement in its ACC-jurisdictional earned rate of
return on equity to 8.3% — still well below its currently allowed ROE of
10.75%), and phasing in a significant portion of the Company’s general rate
request at a time when customers are likely to be impacted by a rate increase the

least.

Under the proposal of Staff’s consultants, the Company’s FFO/Debt is still just
slightly above non-investment grade levels in 2009, at 18.7%, but falls again
within junk range in 2010 at 17.8%. Similarly, AECC’s proposed amount
results in an FFO/Debt ratio of just 18.3% in 2009 and 17.4% in 2010. Though
improved from the status quo, these credit metrics still leave APS teetering on
the brink of junk throughout 2009 (and below that threshold in 2010) and thus
do not provide the Company with virtually any layer of protection against any
unanticipated event that may occur before new rates from the general rate case
become effective. They also provide lower returns on equity compared to those
generated by the Company’s proposal, which makes it that much more difficult
to attract new equity investors at reasonable terms. Moreover, because each of
these amounts would naturally offset by a lesser amount whatever permanent
rate increase is ultimately granted to the Company, these proposed alternatives
do not as effectively address the policy benefits of most accurately reflecting the
true cost of electric service on a current basis (thus sending appropriate price
signals to customers) and phasing-in the impact of any final rate increase

determined by the Commission in the general rate case.
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HOW DO YOU RESPOND TO MR. HIGGINS’S SUGGESTION THAT
ANY INTERIM INCREASE SHOULD NOT TAKE EFFECT UNTIL
JANUARY, 2009?

Delaying any rate increase until the start of 2009 would serve only to increase
needlessly the risk of any negative action by the rating agencies and potential
adverse impact of an unexpected event. Moreover, postponing the effective date
of the interim increase beyond November of this year would deprive the
Commission of the opportunity to implement the rate increase at the same time
that most customers will experience a price decrease, thus moderating the
financial impact of the interim relief on customers.

TYING THE INTERIM RELIEF TO A REQUISITE EQUITY ISSUANCE IS
CONTRARY TO THE PUBLIC INTEREST.

SHOULD ANY DECISION ON INTERIM RELIEF BE CONDITIONED,
AS STAFF’S CONSULTANT HAS SUGGESTED, ON IMPLEMENTING
THE PREVIOUSLY APPROVED $400 MILLION EQUITY INFUSION?

Absolutely not. Both practical and business implications make Mr. Smith’s pre-

condition unwise and counter-productive.

WHAT ARE THE PRACTICAL IMPLICATIONS TO WHICH YOU
REFER?

As an initial matter, it is highly unlikely that Pinnacle West would be able to
issue equity by November 1, 2008, even in the event that it determined that it
was appropriate to do so. Because of SEC disclosure rules that prevent an issuer
from selling securities in the market when material news is pending, so called
“blackout periods,” (such as the announcement of quarterly earnings or the
pending resolution of a significant regulatory matter), Pinnacle West is restricted
from issuing stock from roughly October 10, 2008 until the release of the third

quarter Report on Form 10-Q to the U.S. Securities and Exchange Commission
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in early November of this year, and then again in the early part of 2009. In
addition, certain periods exist within the equity market when the ability to raise
equity capital is virtually non-existent, including market holidays, anticipated
significant Federal Reserve Bank actions, quarter-end and year-end periods, and
the like. The upshot is that, between Pinnacle West’s blackout periods and those
where the market is inaccessible, it is unlikely that Pinnacle West would be able
to issue equity and infuse it into APS before late March 2009 at the earliest.
Postponing interim relief until that time further damages the Company’s
financial condition, makes a downgrade to junk all the more likely, and 1s thus

against the public interest.

WHAT ARE THE BUSINESS IMPLICATIONS TO WHICH YOU
REFERRED?

A more significant reason why the grant of interim relief should not be
conditioned on an equity infusion is that, between current market conditions and
the Company’s underperforming stock (which currently trades for below book
value), attempting to issue equity before conditions improve would be foolish as
a matter of both business practice and common sense. All companies, but in
particular those in as precarious a financial condition as APS, must work to
maintain an appropriate balance of equity, debt, and internal financing in light of
then-existing market conditions. Given the unfavorable environment of current
credit markets that are limiting financing options and the fact that the
Company’s stock price already is hovering at or below its book value, a
condition requiring Pinnacle West to issue equity prior to or concurrent with the

implementation of interim rates would be contrary to sound business and
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investment principles and would harm not only the Company’s shareholders but

its customers as well.

DO YOU HAVE ANY EVIDENCE SUPPORTING YOUR CONTENTION
THAT CURRENT MARKET CONDITIONS MAKE AN EQUITY
ISSUANCE INAPPROPRIATE AT THIS TIME?

One needs only to review Wall Street Journal headlines over the past twelve
months for evidence that the equity market is depressed and that all industries —
not just electric utilities — are feeling the resulting impact. The specific impact
of current market conditions on the willingness of electric utilities in particular
to issue stock is well-exemplified by the following chart, which is based on the
data provided to the Company by Merrill Lynch (one of the world’s leading
financial management and advisory firms) attached hereto at Attachment

DEB_RB-6.

Integrated Utility Equity Issuance

I Volume of Equity Offerings ($mm)

2004 2005 2006 2007 2008YTD

° Source: Dealogic as of August 29, 2008. Includes utility and power equity & equity-linked offerings greater than $50 million in proceeds.
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As this chart reveals, equity issuance transactions from integrated utilities have
slowed considerably compared to what they were in 2004, and have all but
stopped in 2008 (with only one such issuance being made to date this year). In
2004, the dollar volume of integrated utility equity offerings totaled $4.147
billion, falling to $1.64 billion in 2005, falling again to $1.409 billion in 2006,
rising slightly to $2.072 billion in 2007 (an uptick resulting largely from a
single, large offering of $615 million from Portland General Electric Company,
resulting not from an ordinary equity issuance but from a sale out of the Enron
bankruptcy), and then plummeting to just $146 million as of August 29, 2008.
This data is compelling evidence that current market conditions have

discouraged utilities nationwide from issuing equity in recent years.

For Pinnacle West in particular, any decision to issue equity in this volatile
market would be especially detrimental in light of the fact that Pinnacle West’s
stock underperforms significantly compared both to the electric utilities against
which it competes for equity capital, as I have previously discussed, and against
its own past performance — an underperformance that is entirely attributable to
the distressed financial condition of Pinnacle West’s primary subsidiary, APS.
In fact, as the following graph shows, Pinnacle West’s stock is currently trading

far below book value and has been for some months:
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Pinnacle West Market-to-Book Value
December 31. 2002 — Sentember 5. 2008
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It is universally recognized that selling stock below book value means that a
company is selling its shares for less than the value of those shares to existing
shareholders, thus diluting the existing shareholders’ investment and making it
difficult to attract new investors. In addition, such an act sends a signal to the
financial world that the Company does not believe its precarious financial
condition will improve, thus further depreciating stock value and making the
Company’s ability to attract equity capital all but impossible. Moreover,
because equity capital is more expensive than debt, and does not have a
corresponding tax deduction, as does interest on debt, it increases the
Company’s overall cost of capital and is often the last tool in the toolbox to

which the Company turns to meet its financing needs.
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In the equity infusion docket, APS requested and was authorized to receive an

2

equity infusion of “up to $400 million.” The use of the words “up to” was an
important caveat, because the Company intended to use only as much equity as
was necessary and appropriate to strategically finance its capital program.
Assuming the Company decided to issue the full $400 million (the amount that
Mr. Smith would require here), the Company’s future revenue requirement —
and thus the future cost to customers — would increase by at least $40 million
annually. Moreover, under current conditions, any equity issuance that Pinnacle
West might be able to make would almost certainly be on unreasonable terms,
thus increasing capital costs further. In the best of market conditions, newly
issued common stock rarely sells for the last traded price before the sale, but 1s
typically discounted 1n the range of 1% to 3%. Sales in a difficult market and
under distressed circumstances result in discounts that are substantially greater.
Equity issuances are one of the most important matters that companies and
boards of directors face, and, as CEO of APS, I could not reasonably

recommend to our Board of Directors that we make an equity offering under

such conditions.

Staff’s consultant’s condition also assumes that Pinnacle West would be able to
issue equity at all in the near term, which may not be possible — a point recently
underscored by Daniel Ford of Lehman Brothers Equity Research, the
preeminent Wall Street electric utility analyst, who, in commenting on Staff’s
filed testimony in this matter, noted that “[w]e view the $400 million equity

infusion as difficult to meet given the current environment for equities, and

Vspeciﬁcally given that PNW’s equity is currently trading below book value.”
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See Lehman Brothers Equity Research Company Update on Pinnacle West
Capital, September 2, 2008, attached hereto at Attachment DEB_RB-7.

Equity issuances can be a necessary and beneficial form of financing, and the
Company should continue to be allowed the flexibility to use them as
strategically appropriate. Nevertheless, it is hardly within the public interest to
pre-condition otherwise necessary interim relief on such issuances if the
associated costs can be avoided. To whatever extent the Commission and the
Company can bolster APS’s financial health without forcing Pinnacle West to
issue equity under current market conditions, good business practice and public
policy strongly suggests they should do so. This is particularly true in light of
the fact that the data and analysis supporting the Company’s request for interim
relief already assume and incorporate any benefit from such infusion, and thus
the additional equity would not alleviate the pressing need for immediate

assistance from the Commission.

MR. SMITH APPEARS TO SUGGEST ON PAGE 40 OF HIS
TESTIMONY THAT, IN APPROVING THE COMPANY’S EQUITY
INFUSION APPLICATION, THE COMMISSION SOMEHOW
REQUIRED THE EQUITY INFUSION TO OCCUR. HOW DO YOU
RESPOND?

That Decision simply granted Pinnacle West the authority to issue equity and
infuse it into APS in the event that Pinnacle West “determines that it would be
strategically advantageous to do so.” See Pinnacle West’s Notice of
Reorganization in Docket No. E-01345A-08-0228. (. Decision No. 70454 at
Pages 3-4 (finding as fact that its authorization would allow APS to issue equity
capital “in recognition of the broader economic conditions” and incorporating in

its first ordering paragraph all of the terms “‘set forth in the application.”)
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In granting the Company’s request, the Commission considered and approved an
amendment to the application that extended the authorization through December
31, 2009. Id. As the discussion at the open meeting in that matter made clear,
the Commission approved that amendment in order to give Pinnacle West the
flexibility it needed to issue equity when the timing was right, consistent with
sound business practice and in light of the Company’s underperforming stock
value and depressed market conditions. Mr. Smith’s attempt to use that
approval now as a means to require the Company to issue equity before market
conditions improve and Pinnacle West determines that the timing is appropriate
undermines the very flexibility that the Commission found desirable in granting

that authorization and must therefore be rejected.

Although the Company believes that it was and still is critical to preserve its
ability to issue additional equity, it is clear that actually issuing such equity at
this time would only exacerbate the Company’s delicate financial condition and
would weaken the Company’s financial structure in the long-term. There simply
is no valid reason to tie the propriety of interim rate relief to an action that will
not impact the required amount of such relief or otherwise benefit the Company
or its customers. Just as the Company must continually evaluate its current
circumstances to determine the necessary level of capital expenditures and best
financing options, so too should the Commission consider all pertinent factors in
deciding how the Company may best address its needs. Mr. Smith’s

recommendation does not do so.
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CONCLUSION

DO YOU HAVE ANY CONCLUDING REMARKS TO YOUR
REBUTTAL TESTIMONY?

Yes. APS envisions a bright and innovative energy future for Arizona — one in
which APS not only continues to do its job of supplying reliable electric service
for the State’s growing demand, but that also fosters a sustainable environment
and reflects the benefits of high quality customer service and investment in new
customer-friendly and energy-efficient technologies. APS hopes and believes

that the Commission shares these important goals.

But the Company’s ability to make these investments and sustain reliable
customer service depends entirely upon APS’s financial strength, which in turn
requires timely and supportive regulatory treatment. Today, Arizona’s extensive
period of regulatory lag, coupled with the Company’s extraordinary spending
requirements, has had a destructive impact on APS’s financial condition and has
substantially increased the risk that APS’s credit rating will be downgraded to
junk — a risk that Staff and RUCO both understate and under-appreciate, with

potentially devastating (and undisputed) consequences.

These are the very types of “special circumstances” that justify the granting of
interim relief. Neither the Company nor the Commission should allow the view
of what is “normal” or “traditional” to stand in the way of equipping APS with
the means to provide reliable service to its more than one million customers and
to implement progressive and innovative energy policies that are imperative to

the sustainability of our State’s energy future.
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A. Yes.
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PINNACLE WEST CAPITAL (PNW)

Overview Pricing Informtaion
, L s . . Closing Price $34.95
_ PNW'’s p_mnqpal subsidiary Arlzqna Publ!c Dete of Closing Pricé 03/13/08
Service (APS) is one of the fastest growing electric Shares Outstandin
shigs A 7 . g (Shares) 100,499,104
utilities in the U.S. APS’ customer growth in 2007 Outstandi " 02/2108
was 3.3%, and averaged about 4% during the tstanding as ol 1
years 2005 through 2007. In mid-2007, APS Mt Capltalization (RM) 3,512.44
received a decision from the Arizona Corporation Total Enterprise Value (SM) 7,087.70
Commission (ACC) in a long-standing electric rate Market/Book 99%
case that contained several positive aspects. Return on Equity 8.60%
However, the proceeding was decided about 20
months after the case was filed -- we note that the Credit Ratings
extent and consistency of the exorbitant regulatory S&P Senior Unsecured Rating BBB-
lag in Arizona is without comparison in the S&P Senior Unsecured Date 06/28/2007
industry. APS is expected to file a new base rate Moody's Senior Unsecured Rating Baa2
case within the next few weeks -- we believe that Moody's Senior Unsecured Date 04/27/2006
| such a proceeding would not be decided until at Fitch Senior Unsecured Rating BBB-
| least the fall of 2009. The upfront costs associated Fitch Senior Unsecured Date 12/21/2007
with customer growth, combined with the length of
tirr)e it tgkes to complete a general rate case in Year « EPS P/E Ratios
Arizona, is clearly a source of long-term earnings
s , : L 2006 $3.10 --
attrition. PNW’s earnings from continuing 2007 $2.08 117
operations have fallen in each of the last two years ’ X
and the company has earned a single-digit return 2008E $2.65 13.1x
on equity since 2003. 2009E $2.70 12.9x
In addition to APS, which accounted for about Dividend
92% of consolidated income in calendar 2007, Rate Yield Pavout
PNW’s businesses include real estate development $2.10 6.04% 71%
conducted by subsidiary SunCor (4% of * EPS Adjustments shown on last page.
consolidated i:come) ancil mdarkEting ang t(raging * Senior unsecured ratings of Arizona Public service co is
operations and energy-related investments (about : . .
4%). PNW did not raise its dividend in 2007, thus Stfovm since the ratings for the holding company are not
! . oo R available.
ending its streak of dividend increases at 13
straight years. In terms of stock price performance
relative to the industry, the PNW shares
underperformed significantly in 2007, falling 16% PNW-US - One Year Stock Price Performance
versus a roughly 10% average stock price for 20+
companies in the RRA  Index. This s ik A
underperformance has continued into 2008; year- 2 .fj{/\' Ao f\/‘ Wt k 4
to-date, the PNW share price has fallen about 18%, g A W“f*"’r St
compared to 11% drop in our index. § ey
o
Regulated Operations 4 -
W
Arizona’s electric industry is considered to -30°3
be restructured, given that retail access s = 5 “ N % %
permitted; however, there are no competitive retail
suppliers in the state, and the ACC continues to :;fﬁ?ﬁ:;
regulate the utilities’ in-house generation under a
traditional rate-of-return/rate base regime. APS’ =
most recent case was decided in June 2007 - the 3

ACC granted the company a $322 million (15%)
rate increase, effective July 1, 2007, based upon an
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above-industry-average 10.75% ROE and a $4.4 billion original-cost rate base. While this was a relatively
significant rate hike in percentage terms, we note that the case was based upon a very stale test year (12
months ended Sept 30, 2005) that concluded almost two years prior to the date of decision. This, as well as
some of the restrictive adjustments adopted by the ACC, has made it difficult for APS to earn the ROE
authorized in the case.

Positive aspects of the ACC's rate decision included the authorization of a significant interim power cost
rate increase on May 2, 2006. This increase was supposed to be in effect until year-end 2006, but the
Commission ultimately extended the emergency increase beyond that date when it became evident that the
case was not going to be decided by that time. Additionally, the ACC removed the lion’s share of the
restrictive limitations that had been placed on APS power supply adjustor (PSA) in the company’s previous rate
proceeding. Specifically, the Commission: removed the $776.2 million total PSA recovery cap; eliminated the
4-mil “lifetime” on the annual PSA adjustor, replacing it with a 4-mil “annual” cap; added a “forward”
component to the adjustor; and, eliminated the requirement that a PSA surcharge application be filed
whenever the deferral balance reached $100 million. However, the ACC retained the 90/10 sharing
mechanism, whereby the company absorbs 10% of fuel and purchased power costs that are in excess of the
amount reflected in base rates.

Another issue that was considered in the rate case pertained to the costs incurred during the 2005 Palo
Verde outages. The ACC disallowed costs of about $14 million, including accrued interest ($8 million net-of-
tax), and approved the recovery of the balance (roughly $34 million, including accrued interest) through a
temporary PSA surcharge over the 12 months through June 30, 2008. This increase was in addition to the
base rate hike noted above.

More recently, on Feb. 13, 2008, the ACC ordered APS to account for residential line-extension fees as
contribution-in-aid-of-construction (CIAC) rather than revenue. We believe that the Commission intends to
revisit this issue in the future, most likely in the context of APS’ next rate case. This issue relates to a new
tariff for “growth” customers who require a line extension for newly constructed homes. Prior to this ruling,
such customers were granted a “free footage” line extension allowance. The ACC approved APS’ proposal to
charge line-extension customers a fee equal to the total estimated construction costs; however, the
Commission denied the company’s proposal that the new tariff be classified as revenue that can be used as a
dollar-for-dollar offset to mitigate future rate increases for all other customers, and instead ordered the fees to
be classified as CIAC. The company had indicated that its proposed treatment was consistent with the ACC’s
contention that growth customers should pay at least a portion of the higher costs that would otherwise be
imposed on all APS customers. Accounting for these fees as CIAC will provide an increase in cash flow, but will
have no impact on revenue. In APS’ next rate case, the CIAC will be used to reduce rate base, thus offering
only a limited downward effect on all other customer rates.

Additionally on Feb. 13, the ACC approved APS’ request to implement a $30 million increase, subject to
refund effective March 1, through a transmission cost adjustor. The increase was equal to that approved by
the Federal Energy Regulatory Commission (FERC), also subject to refund, pending the FERC's final decision in
an APS transmission rate case. It is our understanding that settlement discussions are ongoing in the FERC
proceeding. We note that the FERC approved APS’ request to implement a $37 million transmission rate
increase, subject to refund, with $30 million allocated to the Arizona jurisdiction and $7 million to wholesale
transactions. The $37 million increase is based upon an 11.3% ROE and a calendar-2006 test year.

As previously noted, APS is expected to file a new rate case in the very near future. Assuming that the
ACC adheres to its unfavorable practice of deciding rate cases within a 15-20 month time frame, this next
proceeding would be decided in the fall of 2009. We note that late 2009 appears to be a period that will be
free of gubernatorial or commissioner elections, factors that can delay or negatively affect the outcome of a
major rate proceeding. By that time, the ACC will have three new members, as Chairman Mike Gleason and
Commissioners William Mundell and Jeff Hatch-Miller, all Republicans, are term-limited and cannot run for re-
election. Elections for these four-year terms will take place in November 2008. The other two commissioners,
Kristin Mayes and Gary Pierce are serving terms that extend to January 2011.

Earni | Fi

PNW'’s per share earnings from continuing operations in 2007 were $2.98 versus $3.10 in 2006. EPS
were negatively impacted by: a slowdown in sales of homes and land at Suncor due to conditions in the
western U.S. real estate market, $(0.37); higher generation operations and maintenance expenses, including
overhauls and a Palo Verde performance improvement plan, $(0.26); and, higher depreciation and interest
associated with increased capitalized plant balances, $(0.17). These negatives were partially offset by: retail
sales growth, $0.28; favorable weather, $0.23; and, the impact of the mid-year rate increase decision, $0.13.
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For 2008, our $2.55 EPS estimate is within the guidance range provided by the company, and reflects
the following earnings-reducing factors: normal weather; the absence of a 2007 prior-period tax adjustment;
the mid-2008 expiration of a power sales contract; slightly lower income from Suncor; and, increased O&M,
depreciation, taxes, etc., associated with service territory growth. These factors are to be partially offset by
the full-year effect of the 2007 ACC rate decision; the March 1, 2008 implementation of increased transmission
rates; and, continued customer growth, albeit at a lower rate (APS forecasts customer and sales growth to
approximate 1-2% during the years 2008 through 2010).

PNW's capital expenditures for the years 2008 through 2010 are estimated at about $3.74 billion,
spread fairly evenly over the period. More than one-half of this amount is targeted for APS delivery operations
(infrastructure additions, upgrades, and replacements, new customer construction and related information
systems), and about 30% targeted for generation (primarily additions, upgrades, and replacements of various
plant equipment -- turbines, boilers, and environmental equipment). Most of the remaining cap ex is related to
investments at SunCor. The lion’s share of the forecasted cap ex is expected to be financed internally;
however, the company expects to issue both debt and equity during the year. PNW last issued common stock
in 2005, and at year-end 2007 its equity ratio approximated 49%. Currently, APS’ senior unsecured bonds are
rated BBB- by Standard & Poor’s, Baa2 by Moody’s, and BBB by Fitch.

We note that in 2006, the ACC increased the state’s renewable resource requirements, whereby the
utilities will be required to supply 15% of retail energy sold from renewables by 2025. The ACC also required
distributed generation to comprise 5% of the renewables portfolio beginning in 2007, with this percentage to
increase to 30% by 2012. In connection with these standards, in February 2008, APS entered into a 30-year
contract to purchase the energy and related emissions credits from a 280-MW solar power plant that is
expected to go into commercial operation in 2011. The completion of this plant, by Abengoa, a Spanish
company, is dependent upon the extension of certain federal tax credits.

RRA Evaluation: While Arizona’s regulatory climate has improved somewhat over the past few years from
the standpoint of more constructive treatment of rate case issues, the rate case process continues to be
unnecessarily laborious and contentious, and politically driven. It took the ACC a total of almost four years to
decide the last two APS rate cases - certainly not optimum conditions for a high-growth utility to operate
under. Additionally, regulators have not given any indication that the next rate case for APS will be decided in
a shorter time frame. Cash flow has improved with the relative stabilization of fuel prices, the operation of the
PSA, and the mid-2007 rate case decision. PNW'’s unrecovered fuel and purchased power deferral balance has
declined; at year-end 2007, the balance was $111 million, down from $160 million at year-end 2006. Given its
stagnant earnings trend, PNW did not raise its dividend in 2007 after 13 straight years of increases, and its
stock performance over the past several months has resulted in a dividend yield that is one of the highest in
the RRA Index. On the basis of our estimate for 2008, PNW is trading at a small discount to the group, a level
we view as appropriate given the regulatory issues that this company continues to face. We are continuing our
“Hold” recommendation on the PNW shares. (Previous Report: 6/8/07)

Robert Schain

©2008, Regulatory Research Associates, Inc. All Rights Reserved. Confidential Subject Matter. WARNING! This report contains copyrighted
subject matter and confidential information owned solely by Regulatory Research Associates, Inc. ("RRA”). Reproduction, distribution or use of
this report in violation of this license constitutes copyright infringement in violation of federal and state law. RRA hereby provides consent to
use the “email this story” feature to redistribute articles within the subscriber’'s company. Although the information in this report has been
obtained from sources that RRA believes to be reliable, RRA does not guarantee its accuracy.
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FERC Examines Causes of, Responses to Rising Electricity Costs

Higher fuel prices, increased capital costs and continued uncertainty about climate poliéy are helping
fuel the rising costs of electricity faced by consumers across the country, the Federal Energy Regulatory
Commission (FERC) said today.

The rising cost trends are likely to continue for years, according to a report presented to the Commission
by analysts from FERC’s Office of Enforcement. The report pegs current futures prices for natural gas at $2.50
to $5 above the average 2007 spot price for natural gas, and costs for everything from iron and steel to cement
and copper wire rising significantly over the past several years. Those have contributed to increases in the cost
of new generation for every type of power plant, from nuclear power to combustion turbine and wind
generators.

“FERC regulatory policy must be based on reality, and that sobering reality is that the upward pressure
on electricity prices — higher capital costs for new power plants, higher construction costs, and higher fuel costs
— should continue for some time,” FERC Chairman Joseph T. Kelliher said. “That means electricity prices will
be higher than many Americans would like.”

“We must confront three realities: FERC is regulating in a high-cost environment; the United States
needs massive investments in new electricity generation, transmission and distribution facilities; and we are
beginning to confront the climate change challenge, which puts us in a period of uncertainty regarding policy,”
Kelliher added. “There is tension among these three realities, and they work at cross purposes. The United
States cannot simultaneously make the massive investments necessary to assure security of our electricity
supply, make additional large investments to confront climate change, and lower electricity prices. Doing so
would likely result in failure.”

The report says that consumers and the market 11ke1y will respond with demand response measures that
help reduce energy consumption during times of peak prices, energy efficiency and conservation measures, and
technological innovations that could usher in changes that help reduce costs and improve value, as they did in
other competitive industries such as telecommunications.

The FERC staff report, “Increasing Costs in Electric Markets,” is available on the FERC website,
www_ferc.gov.
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FEDERAL ENERGY
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‘June 19, 2008 Chairman Joseph T. Kelliher
Item Nos. A-3

Statement of
Chairman Joseph T. Kelliher
on
Cost of Electric Generation Staff Presentation

"I thank the staff for the presentation, which highlights some of the hard realities that FERC is confronting,
and that are guiding the development of FERC regulatory policy. I think it is important that these hard
realities be better understood by the general public and others.

FERC regulatory policy must be based on reality. The reality is that upward pressure on electricity prices
- higher capital costs for new power plants, higher construction costs, and higher fuel costs — will continue
for some time. That means electricity prices will be higher than many Americans would like.

We are actually confronting three realities. First, FERC and state commissions are regulating in a high-
cost environment - that is not likely to change soon. Second, the U.S. needs massive investments in new
electricity generation, transmission, and distribution. Third, we are beginning to confront climate change
challenge, and are in period of uncertainty regarding policy. Acting on climate change will come at a
significant cost — not necessarily an unreasonable cost.

There is tension among these three realities — they work at cross purposes. FERC has regulatory policies
designed to encourage investments in generation and transmission. These policies have been criticized
because they have some impact on cost. New coal generation has been cancelled due to climate change
uncertainty, reflecting the tension between security of electricity supply and climate change.

We must accept the U.S. cannot make the massive investments necessary to assure security of our
electricity supply, make additional large investments to confront climate change, and lower electricity
prices at the same time. If we try to do all three, the result will likely be failure.

What can we do about price? We cannot change cost fundamentals, either for power plant costs or fuel
costs. Coal prices and the costs of construction materials are set in a world market. Natural gas prices
are still set on regional basis, reflecting North American market fundamentals.

The U.S. can improve energy efficiency and demand response, and FERC is acting in these areas,
benefiting from the leadership of Commissioner Wellinghoff.

We can make sure that when power plants are built, they are built in a way where competitive pressures
govern cost both construction cost and operating costs. There is more than one path to support new
generation, and some paths more likely than others to produce lower cost electricity.

We can make sure prices are not a product of market manipulation or market power exercise. FERC's
duty is to assure that wholesale electricity prices are just and reasonable. That means prices that are high
enough to support continued investment in new electricity supply, environmental mitigation, and improved
delivery across transmission and distribution lines.

i FEDERAL ENERGY REGULATORY COMMISSION - WWW.FERC.GOV
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We recognize the risks of market manipulation may be greater in a high-cost environment, and we will
remain vigilant to assure the wholesale prices reflect market fundamentals, rather than manipulation. We
can assure wholesale power prices do not rise any higher than they have to in order to assure security of
our electricity supply and meet the climate change challenge.

The last time we were in a high-cost environment similar to this was the late 1970s and early 1980s.
Back then, the high-cost environment was the product of traditional rate regulation. Competltlon policy
was created as a direct response to the failure of regulation.

Competition policy was rooted in the conviction that competition does a better job controlling costs than
regulation, that competition does a better job developing and deploying new technologies, that
competition does a better job improving operating performance, and competition properly shifts risk from
consumer to market participants. Those truths still apply today, and competition policy is best suited to
address the hard realities we are confronting today.”
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Increasing Costs
in Electric Markets

Item No.: A-3
June 19, 2008

Mr. Chairman and Commissioners, good morning. I am here to present the Office of
Enforcement’s assessment of likely electricity costs in coming years. This presentation will
be posted on the Commission’s Web site today.
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Forward Market Prices
Continue to Climb

Midwest ISO (Cinergy)
$112.12/MWh +62% Massachusetts Hub

$ 141.25/MWh +94 %

Northwest (Mid C)
$ 105.66/MWh +70 % ' {

New York City

: o
Southern California S ?08'51/MWh +123 %

(SP-15) | , PJM Western Hub
$ 139.41/MWh +88 % | | $ 144.38/MWh +79 %
Palo Verde . ¥ Henry Hub (Gas)
$ 132.95/MWh +76 % $ 12.99/MMBtu +108 %

Sources: Summer electric forwards data is July-August 2008 data from ICE as of 6/16/08. Actual on-peak data for
2007 are from Platts Megawatt Daily. The Henry Hub data is July-August Clearport data from Bloomberg as of 6/16/08.

At last month’s meeting, we reported that forward market prices for electric power are much
higher than the prices we actually experienced last year. This trend is universal around the
country. The slide shows the increases in forward prices for July and August as of this
week. They have risen further during the last month as natural gas prices have continued to
rise.

There is little reason to believe that this summer is unusual. Rather, it may be the beginning
of significantly higher power prices that will last for years. The purpose of this presentation
is to explain why that is so. The two major factors pushing the costs of electric generation
higher are increased fuel costs and increased cost for new construction. These factors affect
all parts of the country. That is, higher future prices are likely to affect all regions.
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Forward Gas Prices

Remain Strong

Current Futures Prices
5 $7.54 Average Spot Price in 2007
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The primary reason for the electric power price increases this year is high fuel prices. All
current market indications suggest that they will remain high. Let’s look at natural gas,
which often determines prices because it is so frequently on the margin. The slide shows
futures prices for the next few years. The futures prices are somewhat lower for 2009 than
for 2008. Even so, they are a good deal higher for all years than the prices people actually
paid last year, and they are much higher than the prices many of us remember from earlier
in the decade. The implication is that markets anticipate continuing high prices, even
though they know that the United States has seen a significant increase in domestic natural
gas production over the last year and a half. The anticipation of further high prices makes
more sense when one considers the likely increase in gas demand for generation and the
global nature of competition for LNG.
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Coal Prices Increasing

and Strong
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Natural gas is not the only important fuel in setting electric power prices. Coal still powers
half of all power produced in the U.S. In some markets — the Midwest and the Southeast,
for example — coal is often on the margin and plays a major role in setting average prices
over time. The slide shows that the price of one key form of coal — Central Appalachian
coal - has risen rapidly over the last year. Forward markets show continuing high prices for
Central Appalachian coal for the next three years. This reflects, in part, the growing global
market for coal and the relatively weak US dollar. Coal imports are becoming more costly
and coal exports more profitable, both of which contribute to higher prices in the United
States.

I should mention that other coal prices behave somewhat differently from Central
Appalachian coal. For example, a majority of the overall cost for Powder River Basin coal
comes from transportation rates and can be more difficult to see. Nonetheless, the
implication of the prices we can see is that electric power prices are likely to increase even
where coal is on the margin. This may take place somewhat differently from the way
natural gas price increases flow through into power prices. Generally, companies buy coal
under fairly long term contracts, so there may be a lag before the higher prices show their
full effects. But the effects are coming.
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Net Natural Gas

Generation by Region
(TWh)

Region 2000

Northeast 66.3
RFC 41.0
SERC 86.9
FRCC 42.0
ERCOT 155.9
Midwest 44.2
WECC-Rockies and SW 28.1
WECC-CA and NW 115.4

Source: Derive d from Energy Velocity (differences due to rounding).

2007

103.9
64.5
150.5
96.7
163.3
62.8
77.6
129.7

Difference

37.6
23.5
63.6
54.7

7.4
18.5
49.5
14.4

While both natural gas and coal prices have increased rapidly, natural gas is increasingly
important in every region of the country. The slide shows that even in regions where coal
has historically dominated — most noticeably in SERC— natural gas usage has grown
substantially since 2000, up 63.6 TWh in 2007, more than in any other region. Noticeable
increases also occurred in FRCC, which has flexibility to burn either gas or oil at many
facilities, and also in the Rockies and Southwest where demand continues to grow

considerably.
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NERC Net Load
Projections through 2016

Region Total Percent
Difference Change
(GW)
Northeast 9.7 17
RFC 2a.2 13
SERC 28.2 14
FRCC 7.1 15
ERCOT 14.7 24
Midwest 17.2 21
coneenemessomnene WECC-RoOCkies and SW 7.6 25
ool iy by WECC-CA and NW 10.9 10
s arahin il Total 108.8 14

The second major factor that will put upward pressure on electric power prices is the
increasing cost of new construction. This effect is particularly important because the
country is entering a period when we will need to make substantial new investments,
especially in generation.

Natural gas fueled most of the last great wave of generation investment, which occurred
between 1995 and 2004. In recent years, demand in most regions has gradually caught up
with the capacity built around 2000. Looking forward, demand will continue to grow, and
the need for new capacity will become ever more acute and ever more widespread. The
slide shows NERC’s expectation of peak net load growth in different regions for the next 10
years. We at the Commission are not in the business of forecasting, so I would just say this:
There are legitimate reasons to be unsure about exactly how much new generation the
country will need in the coming years. For one thing, higher prices will themselves
discourage some power demand. Nonetheless, a significant level of demand increase seems
virtually inevitable. So will be the need to build more capacity.
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Capital Costs

Increasing
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The need for new generation is important because new construction is becoming more
expensive — quite aside from fuel price increases. Cambridge Energy Research Associates —
CERA - produces an index of costs for the main inputs that go into building new generating
plants. The slide shows how that index has almost doubled since 2003. The increase in
nuclear plant inputs has risen even faster. Much of this cost increase results from rising
global demand for basic materials. Part of it also comes from shortages of people to do key
engineering and construction jobs. In any case, the implication is that, we will pay more,
not less, for the next round of construction.
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Primary Construction

Costs Increasing
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Let’s look at some of the reasons that CERA’s index is rising so rapidly. The slide shows
two of the primary construction materials for electric generating plants — concrete is on the
blue line and iron and steel on the red line. As you can see, the prices of both have been
rising recently — especially steel, which is now more than twice as expensive as it was four
years ago. Rising costs for iron and steel will also affect fuel prices for the power industry.
For example, natural gas wells and pipelines both use substantial amounts of steel, so
natural gas costs will also reflect rising iron and steel prices.
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Secondary Construction

Costs Increasing
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Of course, new generating plants require many other basic commodities. The slide shows
the pricing for four key metals that go into generators. As you can see, all of these metals
are increasing in price. The one that stands out is copper, up more than five times over the
past four years. Indeed, copper is now so valuable there are reports of copper thieves
cutting live cables to steal the metal.
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Labor Costs
Increasing
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Labor costs are also increasing. Perhaps the most frequently cited labor shortage is that for
nuclear engineers. It has been a full generation since the nation built its last nuclear plant.
Most of the engineers who worked on those plants are near retirement — and many have
moved on to other occupations. In fact, the labor shortages are more widespread than just
nuclear engineers. The slide shows that there has been about a 27% nominal change in
average hourly earnings for both construction labor generally and for non-construction
utility labor since 2000, outpacing inflation by over 4% for the same period.

In practice, the American labor market is quite responsive to market forces, so short-term
labor shortages tend to be self-correcting over the mid-term. Still, there is no quick way to
force several years of education into six months, or decades of experience into a year or
two.
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Estimated Cost of
New Generation
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What do all these cost increases mean for the cost of building a new generating plant?

No one knows precisely. It’s difficult to get consistent and trustworthy numbers about plant
costs, both because they are commercially sensitive and because the assumptions behind them
vary greatly. The numbers reflected on the slide come from a variety of sources and include
different assumptions about, for example, location or exactly what facilities are included in the
estimate. To take one example: Two recent nuclear procurements in South Carolina and Georgia
produced cost estimates of $5,100 and $6,400 per kW, respectively, for the same technology. We
have been told that most of the difference may be due to different uses of Allowances for Funds
Used during Construction — AFUDC.

Despite the difficulties in being precise, the slide represents a good general indication of how
capital costs have been changing. If anything, the cost estimates may be lower than the final
costs of projects, if input costs continue to rise.

It’s also important to remember that these cost estimates cover only capital costs. They do not
include fuel costs, which as we’ve seen earlier will be a large factor for both natural gas and coal-
fired plants. To the extent that plants do not have major fuel costs - they may be more
competitive over their life cycles than would be suggested just looking at the capital costs. That
would affect renewables and, to a degree, nuclear plants.

Similarly, these estimates generally do not include a full accounting of major risk factors,
especially those affecting coal and nuclear plants. Both of these technologies have long lead
times. That increases the chance that market conditions will change before they are complete and
adds to the financial risk of building them. Nuclear plants also have risks associated with both
decommissioning and waste fuel disposal. And coal plants have risks associated with the future
treatment of greenhouse gases. Of course, relatively new technologies like wind and the new
approaches to nuclear also have some risks, simply because they do not have the same track
record of more mature technologies.
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Climate Change Debate
Affects the Market

. Uncertainty about future carbon
regime is a key factor

- Affects coal most of all
e Greater carbon emissions
e Many plant cancellations

At the least, coal builds will be
delayed

Climate change has become an increasingly urgent national issue. The debate over how to
address carbon dioxide emissions is lively and has already affected how companies think
about investments. Until recently, rising natural gas prices made coal plants attractive.
However, the national uncertainty about carbon policy has made investing in coal plants
more risky. Without carbon capture or sequestration, coal unit emit about four times as
much carbon as natural gas combined cycle units per MWh. Since January 2007, 50 coal
plants have been canceled or postponed. Only 26 remain under construction.

Whatever the eventual result of the climate change debate, costs of producing power from
both coal and natural gas are likely to increase. Moreover, as long as future climate change
policy is unclear, market participants will have a considerable disincentive to invest in coal
plants. Even when the issues are resolved, it remains an open question how competitive
coal-fired generation will be, and it would take another four to eight years to build new
coal-fired capacity.
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Natural Gas is Critical
in the Mid-term

« Coal and Nuclear — Long lead times

- Renewables — Important but do not
fill capacity needs (yet)

Demand Response and Energy
Efficiency — Key ingredients

Natural Gas — The necessary
technology for the immediate future

Over the long run, the nation can meet its increasing need for generation in several ways. But
for the next few years, the options are more limited, and natural gas will be crucial.

The lead times for both nuclear and coal units mean that they will not supply a significant
amount of new capacity for nearly a decade.

Most people expect renewables to supply an increasing proportion of the nation’s power. For
the next few years, wind will almost certainly account for a large share of generation investment
and will account for a growing share of overall generation. Wind power has no fuel costs, and
so will generally operate when available. However, wind is a variable, weather-dependent
resource. As a result, it will not make up as strong a share of the Nation’s capacity needs over
the next few years. Other renewables are becoming more competitive. Geothermal power 1s
already an important resource in the west, and concentrated solar is becoming economically
attractive in desert areas like the Southwest. But these sources are likely to remain relatively
small in the national picture over the next few years.

Both demand response and energy efficiency will be important — I’ll talk more about them on
the next slide — but they are unlikely to eliminate the need for new capacity.

Overall, the most likely outcome is that natural gas will continue to be the leading fuel for new
capacity over the next half decade. For example, the consulting firm, Wood Mackenzie
estimates that in a carbon constrained environment, gas consumption for power will increase by
69 % by 2017. That’s in addition to the 55% increase we’ve seen since 2000.
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Potential Responses
to High Prices

« Economic Demand Response
- Energy Efficiency/Conservation
- Technological Innovation

Over the years, we have learned repeatedly that people respond to prices. In the case of
electric power, this is likely to take several forms.

First, there is likely to be more demand response. In the simplest terms, high prices at peak
will lead some customers — both businesses and others — to prefer to save their money rather
than use power. In fact, the first round of demand response may be both the cheapest and
fastest way to improve capacity margins on many systems. The best cost estimates for the
first rounds of demand response suggest that it should be available for about $165/kW, far
less than any generation side options. The results of ISO-NE’s first Forward Capacity
Market auction last year corroborates the economic importance of demand response - 7.4 %
of the accepted bids were for demand response. However, there are impediments that limit
the full use of demand response. For example, most customers do not have the option to
respond directly to real-time prices. As a result, they are unlikely to reduce peak
consumption as much as they might prefer to if they could take advantage of the price.

Second, customers are likely to be more energy efficient. While few customers see real-
time prices, most get an average price over a month. As a result, high prices give them
considerable incentive to reduce their overall consumption of power — though no more at
peak than at other times. That is, energy efficiency is essentially a substitute for baseload
capacity, while demand response is a substitute for peaking capacity. Energy efficiency is
also likely to be economically important. Cost estimates show that the first round of energy
efficiency may be available for about 3 cents/kWh. At

Continued on next page
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Continued from previous page

current prices, supplying that same kWh from a combined cycle gas plant would cost 9
cents just for the fuel. Adding to the likelihood of greater energy efficiency is that many
states have adopted fairly strong energy efficiency standards.

Third, innovators see higher prices as an opportunity. By the nature of things, it’s hard to
predict what innovations will succeed. The electric industry has a number of technologies
that might take off — including concentrating solar power, hydrokinetic power, and vehicle
to grid technologies. In addition, distributed generation is becoming more important, and
may continue to do so for both cost and emissions reasons In other newly competitive
industries, such as telecoms and natural gas, innovations have produced large changes,
sometimes quickly. Given continuing high electric prices, the electric power industry may
see similar results.
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Increasing Costs
in Electric Markets

Item No.: A-3
June 19, 2008

That concludes our presentation. We welcome comments and questions.
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ARIZONA PUBLIC SERVICE COMPANY’S
THIRD SET OF DATA REQUESTS TO
ARIZONA CORPORATION COMMISSION
Docket No. E-01345A-08-0172 — Interim Rate Motion
September 5, 2008

Subject: To the extent available, requested information should be provided in searchable PDF,
DOC or EXCEL files via email or electronic media.

APS 3.1

RESPONSE:

The table on Page 10 of the testimony of David Parcell dated August 29, 2008, lists as
its source the AUS Utility Reports of July 2007 which are Exhibit 7 to his testimony.
The information contained in Exhibit 7, however, does not appear to correspond to the
numbers set forth in the table on Page 10 of the Parcell testimony. Accordingly, please
provide the following:

1. The name of each of the companies in each “rating” category (i.e., Aaay/AAA
through Not Rated) for both rating agencies listed in the table on Page 10 of the
Parcell testimony.

2. With respect to the electric-only companies listed in Exhibit 7 to the Parcell
testimony, do you agree that no company has an S&P bond rating as low as or
lower than PNW?

3. With respect to combination electric and gas companies listed in Exhibit 7 to the

Parcell testimony, please identify those companies that have an S&P bond rating
as low as or lower than PNW.

The table on page 10 of Mr. Parcell’s testimony cites as its source the July 2007
AUS Utility Reports. The numbers on the table on page 10 are in fact derived
from the July 2007 AUS Utility Reports, as cited. The numbers shown on the table
are correct for the period stated in the source.

Attachment 7 to Mr. Parcell’s testimony (not Exhibit 7 as stated in the Data
Request) shows the August 2008 AUS Utility Reports. This is not the source of the
table on Page 10. The table on Page 10 should have used the August 2008 AUS
Utility Reports. A revised table, similar to that on Page 10 but reflecting the
August 2008 AUS Utility Reports data, is shown on the following page.

Rating Moody’s S&P
Aaa/AAA 1
Aal/AA+ 1
Aa2/AA 2 1
Aa3/AA- 2 2
Al/A+ 4 1
A2/A 8 8
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APS’ FIRST SET OF DATA REQUESTS TO
ARIZONA CORPORATION COMMISSION

Docket No. E-01345A-08-0172
August _, 2008

Subject: To the extent available, requested information should be provided in searchable PDF,

DOC or EXCEL files via email or electronic media.

A3/A- 12
Baal/BBB+ 11
Baa2/BBB 16
Baa3/BBB- 3
Bal/BB+ 1
Not Rated 4

16
11
13
4
1
5

As was the case in the table on Page 10 of Mr. Parcell’s testimony, the bold
numbers reflect APS’ current ratings. The conclusions reached by Mr. Parcell on
Page 10, lines 15-16, concerning this the information contained in this table remain
the same when the August 2008 AUS Utility Reports data is substituted for the
July 2007 AUS Utility Reports data. Thus, the updating of the bond ratings data
does not impact Mr. Parcell’s testimony and conclusions.

The responses to the specific questions posed in the data request are as follows:

1. The information requested is contained in Attachment 7 to Mr. Parcell’s
testimony, which is the August 2008 AUS Utilities Reports.

2. No, Mr. Parcell does not agree with this. PWC has a S&P bond rating of BBB-
Three other companies have a BBB- rating (NiSource, TECO Energy, and
Westar) and one has a lower rating (BB+ PNM Resources). One of these
(Westar) is listed by AUS Utility Reports as an electric-only company. It is
noteworthy that 15 of the companies have a Moody’s rating of Baa2 (i.e., APS
and PWC rating) and three have a lower rating. Six of these are listed by AUS

Utility Reports as electric-only companies.

3. Of the combination electric and gas companies, two have the same S&P rating
as APS and PWC and one has a lower rating. These companies are identified

in the response to 2 above.
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Press
Release

Tue, Sep 02, 2008
Rocky Mountain Power announces changes in its Utah business

SALT LAKE CITY, Utah, Sept. 2, 2008 — Rocky Mountain Power must change the way it serves
its Utah customers due to a recent rate decision issued by the Public Service Commission of
Utah. Previously, the company had sought to balance three elements of utility operations: (1)
service reliability to current customers; (2) ability to serve growing loads of new and current
customers; and (3) low rates. After analyzing the commission’s order, the company determined
the commission did not provide sufficient revenue to support the electric service levels needed to
meet Utah’s growing demand for electricity. The commission has signaled by its order that the
primary policy of the state is to keep rates low. To achieve this state policy objective and live
within the budget set by the commission, Rocky Mountain Power will be making significant
changes in the way it conducts business in Utah.

In its August order the commission granted Rocky Mountain Power a 2.7 percent tariff increase
against a request for a 5.6 percent increase. The company’s request for additional revenue
reflected the cost to serve its Utah customers during calendar year 2008. It also reflected the
cost associated with supporting the state’s economic development and environmental goals
while satisfying its regulatory commitments. The $38 million disallowed by the commission is
required to respond to growth and to operate the company in the manner that Rocky Mountain
Power previously believed customers expect and deserve. Consequently, today the company
will be making a legal challenge to the commission’s order by filing a petition for reconsideration
of the commission’s order requesting formal review of its decision regarding recovery of the
company’s power costs, property taxes, costs associated with generation overhauls, test year
and return on equity.

"For more than a decade, Utah has enjoyed one of the fastest-growing economies in the United
States," said Richard Walje, president of Rocky Mountain Power. "Growth does not come
without significant challenges. The company has been investing billions of dollars to ensure
sufficient generation, transmission and distribution capacity is available to meet this growth. The
cost of providing for increased electric consumption by existing customers and the cost of
providing service to new customers has exceeded the revenue the company receives from these
customers. in response, we have aggressively managed our controllable costs through business
efficiencies and energy efficiency programs designed to mitigate the impacts of growth and other
cost reduction measures. However, these efforts have not fully offset the increased costs of
serving existing and new electrical demand in Utah.”

The cost of coal, natural gas and purchased electricity is increasing rapidly. As a result, the cost
of electricity Rocky Mountain Power purchases and generates to serve customers in Utah is
increasing sharply — up between $16 million and $20 million every six months. The costs
incurred to purchase and generate electricity to serve the company’s Utah customers during the
first five months of 2008 exceeded the amount of revenue provided by the commission in its
August order. That order currently creates a shortfall in net power cost recovery of $16 million in
Utah for the company. The order also does not take into account the higher level of fuel and
purchased power costs that will be incurred by the company to serve customers over the next
year. This will increase the company’s shortfall by an additional $27 million. In addition to
increases in net power costs, the costs for critical commodities have had double- and triple-digit
increases since 2001 — steel at 350 percent, copper at 349 percent and diesel fuel at 209
percent.

Unfortunately, the amount of revenue provided the company in the commission’s order does not
reflect the true cost of providing electrical service, and as a result the company is unable to
continue its current approach to providing service.
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Therefore, effective Sept. 15, 2008, Rocky Mountain Power will implement a hiring freeze
directed at positions dedicated to serving customers in Utah. In addition, the company will:

-Further curtail the use of contractors;
-Limit overtime to the restoration of power only when employee or public safety is threatened;

-Seek relief and work with appropriate parties to reduce Utah property tax payments to the level
allowed by the commission, as well as explore other options;

-Eliminate discretionary maintenance, discontinue funding of research associated with
renewable and clean coal technology, and discontinue support for economic development
activities;

-Review the level and types of corporate philanthropy; and

-Ultimately consider curtailing electric service when the cost of purchasing electricity to serve
customers in Utah is prohibitive and exceeds the funding the commission provided to purchase
and generate electricity to serve customers.

The company continues to investigate additional actions that can be taken to reduce costs,
including changes in the operations of the company’s customer contact centers, while remaining
in compliance with all locai, state and federal regulations.

While these actions are necessary given the recent commission order, the primary driver of price
increases — growth in the demand for electricity — must be addressed if the policy to maintain low
prices inherent in the commission’s order is to be achieved. Consequently, Rocky Mountain
Power will aggressively work with elected officials and the commission to reduce the growth in
Utah's demand for electricity.

Requests will be submitted to the Public Service Commission of Utah and, if necessary, to
elected officials to mandate customer participation in electricity demand-management programs,
to eliminate line extension allowances for new customers, to institute marginal pricing for large
industrial customers and to send appropriate pricing signals to customers through the use of an
energy cost adjustment mechanism similar to the commission-allowed adjustment Questar uses
in establishing natural gas prices.

The company is evaluating the impact these changes will have on the projected growth in the
demand for electricity, and will recommend other policy changes, if necessary, to ensure the
delivery of safe, adequate service to customers in Utah.

Unfortunately, these actions are necessary to bring the cost of providing service in Utah in line
with the revenue the company will receive based on the commission’s recent decision.

"The employees and management of Rocky Mountain Power are committed to serving our Utah
customers to the best of our ability and we regret the impact the recent decision of the
commission will have on the level of service we are able to provide,"” Walje said.

Media inquiries: 800-775-7950; newsdesk@paciiicor

© Copyright, PacifiCorp,
2004
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Increased Revenue Requirements on the Growth in the ACC Jurisdictional Rate Base Since APS' Last Rate Case ($m)

Revenue Revenue
Requirement Requirement Total Annual
Less: Net On Net On Increased Incremental Revenue
Plant Rate Base Rate Base Rate Base Book Revenue Requirement
Line Period Additions Deductions Additions Additions Depreciation Requirement Deficiency
(1 (2) (3) (4) (5) (6) 7)
1 9/30/05 to 12/31/07 $1,114 ($576) $538 $65 $30 $95 ($95)
2 2008 $838 ($437) $401 $49 $23 $72 ($167) **
3 2009 $907 ($444) $463 $56 $24 $80 ($247)
Notes:

** Annual revenue requirement deficiency on ACC rate base growth through June 30, 2008 equals ($139.9) million (see Mr. Rumolo's exhibit DJR_RB-1)

(1) $1,114 is the change in gross utility plant on schedule B-1 from the last ACC decision to the current case. 2008 and 2009 figures are from attachment DAK-2.

(2) Includes changes in accumulated book depreciation, deferred income taxes, and other rate base items.

(3) $538 is from attachment RCS-4. 2008 and 2009 figures are from attachment DAK-2.

(4) Equals net rate base additions x 8.32% cost of capital from the last ACC decision, adjusted for interest synchronization and the revenue conversion factor.

(5) Equals plant additions x an effective 2.7% book depreciation rate.

(6) Excludes incremental revenue requirements from additional property taxes.

(7) Equals the annual revenue requirement increase since the last test year, for rate base additions through that period.
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Integrated Utility Equity Deals Since 2004 =
Pricing Deal Size File to Offer to
Date Issuer ($mm) % Mkt Value Offer Current
05/29/08 Westar Energy Inc 146 6.1% 3.3% (6.7%)
12/06/07 Empire District Electric Co 69 9.6% (0.2%) (8.3%)
12/05/07 Sierra Pacific Resources 204 4. 9% (4.2%) (33.9%)
11/15/07 Westar Energy Inc 207 8.2% (2.2%) (10.3%)
11/08/07 Pepco Holdings Inc 176 3.5% (3.9%) (6.1%)
06/12/07 Portland General Electric Co 615 36.9% (11.8%) (1.5%)
05/11/07 Consolidated Edison Inc 559 4.1% (0.3%) (19.5%)
03/21/07 Energy East Corp 243 6.6% 0.4% 12.2%
12/12/06 Avista Corp 69 5.4% (4.1%) (11.0%)
12/06/06 PNM Resources 177 7.6% (1.5%) (61.7%)
09/21/06 ConEdison 447 3.8% (0.6%) (18.3%)
08/14/06 Cleco Corp 164 11.9% (2.8%) 6.1%
08/10/06 Sierra Pacific Resources 282 8.8% (2.8%) (20.3%)
06/15/06 Empire District Electric Co 77 12.6% (7.2%) 4.2%
05/17/06 Great Plains Energy Inc 193 8.6% (3.0%) 82.3%
12/06/05 Northeast Utilities 439 15.3% 1.1% 40.9%
11/15/05 WPS Resources 247 12.2% (4.7%) (32.0%)
10/27/05 Puget Energy 312 13.0% (2.4%) 34.1%
04/27/05 Pinnacle West Capital 256 6.3% (1.4%) (16.2%)
03/30/05 CMS Energy Corp 282 11.8% (3.6%) 10.8%
03/23/05 PNM Resources 105 6.1% (4.3%) (55.9%)
12/09/04 Idacorp Inc 121 9.6% (4.9%) (0.7%)
12/07/04 Otter Tail Corp 78 10.6% (5.3%) 56.0%
10/07/04 CMS Energy Corp 298 19.6% (2.7%) 49.1%
09/09/04 Pepco Holdings Inc 288 7.9% (5.4%) 31.7%
09/07/04 Dominion Resources 652 2.9% (0.4%) (33.2%)
08/18/04 Agquila Inc 117 19.5% (17.2%) NA
06/30/04 Ameren Corp 459 5.9% (2.2%) (0.3%)
06/28/04 Constellation Energy Group Inc 228 3.6% (1.6%) 75.8%
06/08/04 Great Plains Energy Inc 150 6.7% 0.3% (21.8%)
05/11/04 Consolidated Edison Inc 528 5.8% (3.2%) 8.4%
03/25/04 Westar Energy Inc 249 14.4% 3.8% 9.7%
03/10/04 Hawaiian Electric Industries Inc 104 5.0% (2.0%) (49.0%)
02/03/04 Ameren Corp 875 11.3% (3.5%) (8.8%)
Total/Average (34): 9,414 9.6% (3.0%) 0.2%

wn

ource: Dealogic as of August 29, 2008. Includes utility and power equity & equity-linked offerings greater than $50 million in proceeds.
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Pinnacle West Capital (PNW - US$ 35.19) 2-Equal weight

Company Update

Staff Testimony in Interim Rate Request

LEHMAN BROTHERS

EQUITY RESEARCH
United States of America
Power and Utilities
Regulated Utilities

Daniel Ford, CFA
1.212.526.0836
daford@lehman.com

Investment Conclusion

Q We reiterate our 2-EW rating, our $33 price target
and our earnings estimates of $2.47/$2.48E in
2008 and 2009 respectively.

Summary

QO ACC Staff has filed testimony in PNW's request for
interim rate relief which would put in place an
interim base rate surcharge of $.003987/kWh to
become effective upon the expiration of the
$.003987/kWh 2007 PSA charge. This would
equate to ~$115M in annual revenues and be
subject to refund pending the full outcome of the
current rate case filed at the ACC under docket E-
01345A-08-0172.

QO Staff recommended that an emergency or the
conditions otherwise warranting an interim
increase have not been met, however, if the ACC
does grant an increase it should be ~$62M, and
require the infusion of ~$400M of equity into the
utility before becoming effective. The AECC, an
industrial intervenor recommended an increase of
~$42M. RUCO requested an extension of
testimony until today.

Q0 We view the $400M equity infusion as difficult to
meet given the current environment for equities,
and specifically given that PNW's equity is
currently trading below book value.

Stock Rating

New: 2-Equal weight
Old: 2-Equal weight

Sector View: 2-Neutral

Target Price

US$ 33.00
US$ 33.00

New:
Old:

LBI, New York

EPS (US$) (FY Dec)

2007 2008 2009 % Change

Actual Old | New St.Est. Old | New St Est 2008 2009
1Q 0.17A -004A -0.04A -004A NA = N/A 007E -124%  NA
2Q 079A 093A 093A 103A NA | NA 075 18% N/A
3 198A NA ~ NA 162E NA = NA 166E NA N/A
4Q  0.03A NA | _ -007E__N/A__ NIA  0.00E NA N/A
Year 2.96A 247E _ _ 246E 248E 248E 254E -17% %
PIE LAz
Market Data Financial Summary
Market Cap (Mil.) 3545 Revenue TTM (Mil.) 3628.0
Dividend Yield 5.97
52 Week Range 44.50 - 30.26

Stock Overview

PINNACLE WEST CAPITAL - 9/2/2008

Volume

May Jun Sl
Source: LehmanlLive

Aug

Analyst Certification:

I, Daniel Ford, CFA, hereby certify (1) that the views expressed in this research Company Note accurately reflect my personal views about
any or all of the subject securities or issuers referred to in this Company Note and (2) no part of my compensation was, is or will be directly
or indirectly related to the specific recommendations or views expressed in this Company Note.

Lehman Brothers does and seeks to do business with companies covered in its research reports. As a result, investors should
be aware that the firm may have a conflict of interest that could affect the objectivity of this report.

Customers of Lehman Brothers in the United States can receive independent, third-party research on the company or companies
covered in this report, at no cost to them, where such research is available. Customers can access this independent research at
www.lehmanlive.com or can call 1-800-2LEHMAN to request a copy of this research.

Investors should consider this report as only a single factor in making their investment decision.
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Capital Expenditure Reductions
Cost Review

More than $200 Million over next five years

$ 130 Million  Slower projected customer growth
$ 60 Million  Improved planning, logistics and scheduling
$ 20 Million  Deferral of system upgrades and projects not affecting reliability *

* Construction project deferrals ($ in Millions)
Coolidge - Southeast Division Future Substation 69kV line
Goodyear Future Substation - Rainbow Valley 69kV line
Estreliita - Goodyear Future Substation 69kV line
Goodyear Future Substation - Goodyear Future Substaton 69kV line
Prince Mountain - Future Substation 69KV line
Prince Mtn - Calderwood 69KV line
Raceway - Twin Buttes 69kV line
Ashfork - Williams 69kV line
Tonto - Childs 69kV line
Other / rounding
Total
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REBUTTAL TESTIMONY OF WILLIAM F. POST
ON BEHALF OF ARIZONA PUBLIC SERVICE COMPANY
(Docket No. E-01345A-08-0172)
(Interim Rate Request)

INTRODUCTION
PLEASE STATE YOUR NAME AND ADDRESS.

My name is William J. Post. My business address is 400 N. 5™ Street, Phoenix,
Arizona, 85004.

WHAT IS YOUR POSITION WITH ARIZONA PUBLIC SERVICE
COMPANY (“APS” OR “COMPANY?”)?

I am Chairman of the Board for APS. Iam also Chairman and CEO of Pinnacle

West Capital Corporation (“Pinnacle West™).

DID YOU PREVIOUSLY FILE TESTIMONY IN THIS MATTER?

No.

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY IN THIS
PROCEEDING?

I will explain why it is critical both for the Company and for our customers that
APS receive interim rate relief in this proceeding. In that regard, I take strong
exception to the conclusions of Staff consultants Ralph Smith and David Parcell,
as well as those of Stephen Ahearn of the Residential Utility Consumer Office
(“RUCO").

SUMMARY

PLEASE SUMMARIZE YOUR TESTIMONY.

What the Commission must decide in this case is not just the definition or
application of a word (“emergency”). Neither must it find that APS rests

perilously on the edge of an immediate financial disaster in order to conclude
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that interim rate relief is in the public interest. Rather, this proceeding provides
the opportunity to continue to move APS and our combined public-private
decision model with the Arizona Corporation Commission (“Commission™) to
the level required to meet the state’s energy future. Effective decisions
concerning energy policy are made today across the country through the
cooperative efforts of state regulatory agencies and utilities. Evidence the
activities of Florida, North Carolina, Georgia and California to establish energy
policy and create the necessary structure to achieve the associated energy policy

goals.

In this regard, the Commission has made significant progress with APS to
modify and in some cases establish new methods toward the establishment of
such a public-private decision model. The re-regulation of APS as a vertically
integrated utility, the approval and implementation of a comprehensive power
supply adjustment clause as well as a mechanism for a more timely recovery of
transmission costs, the development of a new resource planning structure, the
approval of a renewable resource portfolio standard and a deepened commitment
to DSM, and most recently adoption of a new line extension process, have all
been developed over the last 3 years. Collectively, these changes have modified
the historic regulatory structure to develop a more contemporary decision model

that incorporates the realities of today’s energy challenges.

Two important steps remain. First, the creation of a structure to reduce the
substantial regulatory lag in Arizona and second, the method to approve and
acquire new base load energy resources. This hearing deals directly with the

first step and will be dispositive of Arizona’s options for the second step.
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III.

APS requested interim rate relief to reverse the clear and undeniable decline in
the Company’s financial strength — a decline that threatens the Commission and
APS’s ability to usher in the sustainable energy future that is within our grasp. I
hope and believe that the Commission will share our goals and will take this
opportunity to send a message to the utility industry, rating agencies and the
ﬁnancial markets that this Commission understands the need of a financially
stronger APS to provide for future customers in a timely and fiscally responsible

manncr.

APS CEO Donald Brandt has presented the financial arguments for interim
relief, describing both the source of and the solution to the Company’s ongoing
financial decline. He has also described the potential disaster to APS customers
that would accompany the failure to arrest that decline through the grant of
interim rate relief. I will not repeat his arguments. Instead, I describe why I
believe it is critical for this Commission to grant interim relief and, by doing so,
to continue to build on the track record of steady improvements to this state’s

regulatory model that have been implemented over the past three years.

WHY APS NEEDS INTERIM RATE RELIEF

WHY DOES APS NEED INTERIM RELIEF AND WHY DOES IT NEED
IT NOW?

A positive interim rate decision is vital for six reasons. Each one individually
provides a stand-alone basis for approval of this request; collectively they show
the positive opportunity we have to move our State forward with a leading
regulatory structure, one that will allow Arizona to continue to determine its

own energy future.
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A. Regulatory Lag

Regulatory lag should never be accepted as “normal.” And in any form, it is not
beneficial to our customers, our investors, or our State. Moreover, there is
nothing “normal” about setting rates today based on a rate base and cost of
service that in many instances are as much as three years old unless one were to
assume that rate base and cost of service had remained unchanged over time.
Although I realize our State has a strong constitutional foundation to pricing
electric and other regulated services, it also provides this Commission the

authority to modify the process to meet changing conditions.

For example, in 1999, after several years of discussions, hearings and legislative
and regulatory decisions, our State decided de-regulation of generation and other
services was an appropriate goal and established a process to completely
disassemble an 87-year history of vertical integration and regulation of electric
utilities. Although this Commission subsequently reversed most aspects of de-
regulation and has placed other aspects of retail electric competition on hold
pending further study, this and other experiences show that it is possible to

modify and improve the regulatory model in our state.

Don Brandt describes the negative financial impacts of regulatory lag. I would
add that regulatory lag also fails to provide the appropriate price signal to our
customers, which affects both short and long-term decisions concerning energy
consumption and resources. This is particularly harmful to customers when
APS, with this Commission’s strong support, is making and will continue to
make such a substantial commitment to energy efficiency and conservation
programs. Incorrect or even delayed price signals only serve to frustrate these

goals. The regulatory lag experienced by APS also inherently reinforces the
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inaccurate impression that APS is only interested in increasing prices and that
the Commission is only concerned with delaying price increases. This
appearance of an over-emphasis on process versus a full factual and policy
examination of all rationales for a given price level leads outsiders to incorrect
conclusions about the intent of the Commission. Processes are important, and
they provide this Commission with a sound basis for decision-making; however,
they should never substitute for nor limit the Commission’s authority to apply its
own sound judgment to changing conditions.

B. Consistent Objective and Goals

Analyst reports and rating agency releases have incorrectly and unfairly left
some with the impression that this Commission is anti-APS or hostile to
investment. I have never believed this picture was an accurate portrayal of what
was going on in Arizona, particularly with respect to APS. I am confident that
the objectives of our Company and those of the Commission are fundamentally
consistent with each other. One of the important and fundamental process tools
for decision-making is the fact-finding hearing process. Unfortunately, the
sometimes-adversarial nature of this process leads some to believe we have
divergent objectives for customer growth, customer service, reliability, fuel
diversity, financial strength and economic development for our state. By
granting interim rate relief in this cése, we have the extraordinary opportunity
not only to improve the capital market’s understanding of our unity of purpose
in attracting capital for new infrastructure at the lowest possible cost but to

impress’ on the market, and indeed the entire industry, our combined

commitment to a healthy APS and sustainable energy future for our state.
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Even more than in the past, the combined efforts of our Company and the
Commission are needed to efficiently maintain future energy independence for
our state. In the past, the Commission has assumed leadership roles in helping to
expand Arizona’s coal-fired generation and add nuclear power to the mix during
the late 1970s and 1980s by providing consistent regulatory support in the form
of CWIP, attrition allowances, regulatory accounting orders and also interim
rates. In the 1990s, this Commission adopted a unit cost pricing model that
reinforced the important aspects of cost efficiency and productivity. Later, the
Commission halted the move toward restructuring in time to prevent a
California-like debacle in Arizona, with APS acquiring the critically needed new
generation that had been built by Pinnacle West Energy. And more recently,
this Commission has approved and implemented effective rate adjustment
mechanisms for fuel and purchased power and critically needed transmission
infrastructure. It then moved to address escalating costs of distribution by
approving a new and innovative approach to new or expanding electric service

extensions via the changes to APS Service Schedule 3.

This is a significant record of accomplishment, and one that I believe is not fully
appreciated by those who influence the capital markets due in part to an
overemphasis on the contentious discussions in our sometimes adversarial
hearing process. Now, it is time for both of us to step up and take leadership in
establishing a comprehensive vision for Arizona’s future. That vision should
include significant additional investments in new infrastructure, new technology,
energy efficiency, and new more sustainable resources. It should also be
focused on maintaining energy independence for APS and Arizona. The tools

required include a financially strong APS rather than a utility that continuously
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bumps along the bottom of the investment grade world suffering from chronic
and severe earnings shortfalls. We have established an internal goal of
achieving 100% internal cash generation of our capital requirements by 2011,
however this goal will be unachievable by 2011 or any other date without

Commission support for the recovery of our costs.

If it seems like I sound like a broken record on the theme of new investment,
that is entirely intentional. We cannot hope to achieve any of our mutual goals
without the need for new investment in Arizona infrastructure. In addition, that
new investment will not be possible unless APS regains a solid investment grade
rating (BBB or higher), can earn its cost of equity capital on a regular basis and
can approach and eventually reach energy and financial self-sufficiency. We
will never be successful if we settle for a financial goal that keeps APS on the
perilous edge of downgrade and mired in massive deficit financing as Mr.
Brandt describes in his Affidavit on pages 7-9.

C. Financial Strength

APS and indeed our state needs to have the ability to pursue all available
generating resource options. This requires both the time to implement as well as
the ability to finance the right alternative. Although today we do not see the
need for new base load generation until later into the next decade, the lead-time
for completion of these projects makes the decision for them timely. The time to
evaluate and consider future resource options is now even if new base load
generation will not be needed to serve load for several years. APS will not be
able to realistically consider capital-intensive resource options (whether built by
APS or by others and contracted to APS) such as nuclear, large-scale solar

projects such as Solana, or even new clean coal technology with a marginally
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investment-grade status that is under constant pressure from growth and cost
ihcreases combined with excessive regulatory lag. This ;/ery real possibility that
APS and this Commission will be prevented from considering what may be
superior energy options for Arizona is an energy crisis no less real than those
that faced Arizona in the 1970s and 80s, and most recently in the early years of

this decade.

When APS was last granted non-fuel interim base rate relief, it was 1984 and the
concern then expressed by the Commission was that APS might fall from BBB+
to BBB, which in turn would jeopardize its ability to finance Palo Verde. How
far have we fallen to now set our sights, as have Staff’s consultants and the
Intervenor witnesses, on the bottom reaches of BBB-, when the challenges
facing APS, its customers, and this state are at least as great as those faced in the

1970s and 80s?

In 1999, after five years of workshops, hearings, legislative efforts and
regulatory decisions, the Commission finally approved an electric restructuring
plan for APS in the form of a 1999 Settlement Agreement. That plan
determined that APS would no longer be permitted to build or own generation
after 2002. During that same périod, our electric reserve margins dropped from
15% to 5%. More importantly, the only option we had to meet our growing load
was natural gas. Within one week of the 1999 decision, we announced oﬁr plan
to build outside of APS new natural gas generation on an expedited schedule to
meet anticipated load growth. Even then, APS had to lease temporary
generation in 2001 when its reserve margins fell to unacceptable levels by any
industry standard. The five-year dialogue on competition, competitive regional

markets, regional competition plans and FERC independent scheduling
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organizations had reduced our practical resource options to one - natural gas.
Looking forward, however, Arizona must remain committed to keeping all

options open.

Rebuilding APS’s financial strength to the point where it and the Commission
can once again evaluate all future resource options rather than reluctantly
resigning our customers to more gas-fired generation will not happen overnight.
However, it will not happen, or at least will not happen in time to avoid such a
one-fuel future, unless we begin now. |

D. Energy Independence

Arizona has had the ability to determine its energy future in the past by
aggressively making major resource additions. Most recently, when California
experienced the debacle of deregulation, APS was able to meet our customer’s
rapidly growing needs while simultaneously reducing prices. This was possible
because we had sufficient capacity that had been planned, constructed and given
rate treatment over several prior years. Given the regional and interconnected
nature of our electric grid, we are mutually dependent on other providers and
consumers without regard to political boundaries and therefore, we must
consider our demand/supply relationship over long time horizons. This
necessarily places more emphasis on forecasfing and the associated
construction/contracting decisions. The most accurate forecasting and the most
sophisticated planning processes are meaningless without action to achieve
them. There must be a commitment on the part of regulators to support with
positive regulatory actions the decisions that they and the utility make with

regard to the direction and goals of construction/contracting decisions. Only

through this common commitment can we lessen our operational dependency on
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the policies of other states, thus providing our state with continued energy

independence.

E. Cost Management and Efficiency

We are very focused on cost management and employee productivity. As 1
indicated earlier, I firmly believe the Company’s goals and those of this
Commission are fully consistent. No place is this truer than in the areas of costv
management, efficiency and productivity, and customer service.  APS
announced earlier this year and again very recently additional steps to reduce
costs and improve efficiency. These measures, although necessary to improve .
cash flow and modestly improve the Company’s relative financial condition,
will not be sufficient to achieve the financial strength needed. Indeed, they are
complementary to the interim rate relief requested in this proceeding. Even
combined with such relief, APS remains in a significant, albeit improving (and

that is the key thing) deficit position (see Mr. Brandt’s Affidavit at 7-9).

APS realizes that this Commission wants APS to be as efficient and cost
conscious as possible given the needs of reliability and customer service. I
believe that the Commission’s own audit of APS’s fuel/purchased power
procurement and handling practices, the Commissions consultants’ reports on
the operation of our generating facilities as part of the last rate proceeding (and
thereafter, with regard to the review of 2006 outages at Palo Verde), the review
of our distribution reliability and the extensive evaluations performed by
Commission Staff witnesses in the hearings over the past several years all show
APS is operating prudently and efficiently. That conclusion is further supported
by our own internal “apples to apples” cost benchmarking data that show we

consistently perform well when compared to our peers in the industry.

10
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Finally, I would note in this regard that cost management alone will not rebuild
our financial strength. Although cost management is and will remain a driving
force and a core principle of this Company in mitigating the very significant
effects of commodity cost inflation combined with continued growth, it cannot
solely compensate for the impacts of regulatory lag. I also believe that we
should avail ourselves of every cost effective tool and technology in the market
that will increase efficiency and help to control costs. But this again will require
a financially strong APS.

F. Reducing Rate Volatility

APS prices recently declined due to the operation of the power supply
adjustment clause implemented by this Commission. We have proposed this
interim price increase that would offset this decrease because it will improve
APS’s financial strength at this critical time, send an appropriate price signal to
customers, and yet at the same time, the overall impact on our customers will be
lessened. We fully appreciate the distinction between the PSA decrease and this
requested interim increase. We also understand that the decline in electric rates
during the winter is a regular seasonal event for most APS customers. It is not
our intent to confuse one with the other. It simply is an opportunity to reduce the
impact of a rate increase today as well as the impact of a final decision on the
permanent rate request. No one likes to increase prices, and APS understands the
effect this has on our customers. However, the impact of not increasing prices
for electricity when the costs are increasing has an even greater and decidedly

negative effect on customers over the long term.

11
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CONCLUSION
DO YOU HAVE ANY FINAL COMMENTS?

Yes. In summary, this Commission should approve the interim request to (1)
reduce regulatory lag; (2) send a strong message to the capital markets and to the
industry as a whole that the Commission shares with APS the goal of acquiring
capital at the lowest possible cost consistent with high customer service and
reliability; (3) improve APS financial strength consistent with the ability to
finance new base load additions; (4) maintain Arizona’s energy independence;
(5) support the investment necessary to improve efficiency and manage costs;
and (6) minimize the impact of price increases by implementing such rates
coincident with the change to winter rates in November and reducing the
increase in permanent rates determined in the Company’s base rate request by a

like amount.

DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY?
Yes.

12
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BEFORE THE ARIZONA CORPORATION COMMISSION

COMMISSIONERS

MIKE GLEASON, Chairman
WILLIAM A. MUNDELL
JEFF HATCH-MILLER
KRISTIN K. MAYES
GARY PIERCE

IN THE MATTER OF THE APPLICATION OF
ARIZONA PUBLIC SERVICE COMPANY FOR | DOCKET NO. E-01345A-08-0172
A HEARING TO DETERMINE THE FAIR
VALUE OF THE UTILITY PROPERTY OF THE
COMPANY FOR RATEMAKING PURPOSES,
TO FIX A JUST AND REASONABLE RATE OF
RETURN THEREON, TO APPROVE RATE
SCHEDULES DESIGNED TO DEVELOP SUCH
RETURN

AFFIDAVIT OF DR. CHARLES J. CICCHETTI IN SUPPORT OF ARIZONA
PUBLIC SERVICE COMPANY’S MOTION FOR INTERIM RATE

Charles J. Cicchetti states under oath and upon personal knowledge and belief:
A. Background and Experience

1. My name is Charles J. Cicchetti, and my business address is Pacific
Economics Group, L.L.C., 301 North Lake Avenue, Suite 330, Pasadena, California
91101. I am a co-founding member of Pacific Economics Group, L.L.C.

2. Until recently, I served as the Jeffre); J. Miller Chair in Government,
Business and the Economy at the University of Southern California. However, I currently
continue to teach economics and public policy part time as an Adjunct Professor at that

institution.
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3. I actively consult on energy and environmental issues, as well as regulatory
and antitrust policies, particularly as those policies relate to regulated industries.

4, I received a B.A. degree in Economics from Colorado College in 1965 and a
Ph.D. degree in Economics from Rutgers University in 1969. From 1969 to 1972, 1
engaged in post-doctoral research at Resources for the Future.

5. I commenced my professional career in 1972 serving as the first economist
for the Environmental Defense Fund (EDF), also becoming a faculty member at the
University of Wisconsin from 1972 to 1985, earning the title of Professor of Economics
and Environmental Studies. I resigned from my association with EDF in 1975 to serve as
the Director of the Wisconsin Energy Office and as Special Energy Counselér for the
Govemor.

6. In 1977, Governor Patrick J. Lucey appointed me to Chair the Public
Service Commission of Wisconsin (“PSCW?). [ held that position until 1979 and served
as Commissioner until 1980.

7. In 1980, I co-founded the Madison Consulting Group, which Marsh and
McLennan Company acquired in 1984.

8. In 1984, I was named Senior Vice President of National Economic Research
Associates, and held that position until 1987. |

9. From 1987 until 1990, I served as Deputy Director of the Energy and
Environmental Policy Center at the John F. Kennedy School of Government at Harvard

University and directed the Harvard Utility Forum and the Harvard Gas Forum. During
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much of this period (from 1988 to 1A992), I was also a Managing Director and, ultimately,
Co-Chairman of the economic and management consulting firm Putnam, Hayes &
Bartlett, Inc.

10. In 1992, I formed Arthur Andersen Economic Consulting, a division of]

Arthur Andersen LLP. In 1996, I left Arthur Andersen to co-found Pacific Economics

11.  In 2002, Governor Gray Davis appointed me as a Republican member of the
CAISO’s Market Advisory Group.

12. In the course of my career, I have published several books and articles on
energy and environmental issues, public utility regulation, natural gas pricing, competition
and antitrust. I append a complete list of my publications to this affidavit as Appendix A.
Additionally, I have on many occasions given expert testimony in court an
administrative proceedings. I also include in Appendix A a list of the proceedings ij
which I have provided expert testimony since 1980. Much of this testimony concerns the
regulation of electricity and natural gas pricing matters in the United States and Canada
before state and provincial agencies, the Federal Energy Regulatory Commission, and the
National Energy Board, as well as in judicial proceedings. |
B. Introduction and Summary

13. I was asked by Arizona Public Service Company (“APS” or “Company”) to
opine whether, under the present circumstances, APS’s request to implement a 4 mil

(actually, $.003987, but I will refer to it as 4 mils for the sake of simplicity) per kWh base
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rate interim surcharge, to occur coincidentally with the “roll-off” of a power supply
adjustment (“PSA”) chai-ge of equal amount, would: (1) be considered as being in the
public interest; and (2) constitute a reasonable ratemaking approach to the problem of
APS’s declining financial condition.

14. Based on my experience as outlined above and upon the infoﬁnation both
provided by APS and that I obtained independently from public sources, I believe the
answer to both of the previous questions is a decided and unequivocal “yes.” I reach this
conclusion for the following reasons, which I expand upon later in my affidavit and which
Donald E. Brandt, President and CEO of the Company, also discusses in his affidavit:

a.  APS is suffering a massive and growing earnings shortfall that is eroding its

financial strength and making it increasingly difficult to attract debt and equity

capital upon terms reasonable to the Company and its customers.

b. This difficulty to attract external debt and equity comes at a time when APS

faces immense capital needs both for new infrastructure to serve customers and to

refinance existing obligations.

c. If not a financial emergency today, this situation will likely lead to a

financial emergency prior to a final order by the Arizona Corporation Commission

(“Corﬁnﬁssion” or “ACC”) in this docket and increases the likelihood that even a

minor unforeseen negative event will precipitate a financial emergency well before

that.




| d. The present circumstances are beyond the Company’s control and require a
2 prompt and decisive regulatory response such as APS has requested in its Motion
i for Approval of Interim Rate and Preliminary Order.
5 e. The ACC can and should positively influence future customer rates and
6 service by creating a situation where APS can first stabilize and then improve its
7 debt ratings and can access additional equity capital through Pinnacle West
Z Capital Corporation (“Pinnacle West’;) on non-dilutive terms.
10 f. The benefits to customers of improving APS’s financial conditiqn are real,
11 substantial, and long lasting.
12 g. The scheduled “roll-off” of the PSA charges provides this Commission
ii with an opportunity to address the current situation without increasing customer
15 bills and thus act in a proactive manner, which would help customers mitigate both
16 the effect of a final Commission decision on permanent rate relief and future rate
17 increases that would otherwise be necessary to service more expensive APS debt
Iz and equity that would be required to pay for needed infrastructure.
20 h. Maintaining rates at their present level and off-setting the “roll-off” of the
21 PSA adjustor with an interim base rate surcharge will send better price signals to
22 customers. This would also avoid having rates fall even further below cost and
Z avoid the “yo-yo” effect of first reducing rates just to increase them all fhe more
95 upon the conclusion of the APS general rate case.
26
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1. If lost, this opportunity will not come back again, and APS customers v;'ill

face the prospect of a much larger increase in rates next year, which could be

substantially mitigated by granting the Company’s Motion.
C.  Regulatory Perspective

15. As a new reform-minded (some might have said radical, given my prior
associatioh with EDF) utility regulator back in the mid-1970s, I came to understand that
most of the outside financing necessary to provide safe, reliable, and efficient energy
infrastructure came from selling new bonds, or utility debt. 1 quickly learned that the
PSCW could favorably affect the cost of capital for Wisconsin utilities. This was also a
time of escalating energy prices and consumer hardships as the nation struggled to
recover from the first worldwide oil crisis and the resulting economic conditions. There
was also a significant need in my state to build more and better utility infrastructure to

continue to provide reliable energy supplies and to help fuel the state’s economic

. Tecovery.

16. No two historical periods are ever exactly the same. Nevertheless, I am
convinced that many of the enormous challenges this Commission faces today are quite
similar to what my colleagues in Wisconsin and I confronted in the 1970s. That said, in
my tenure at the PSCW, it quickly became apparent that, regardless of all my direct and
obvious regulatory decisions, my job as a regulator also entailed keeping and striving to

improve the utilities’ bond ratings in the state. I soon discovered that even small shifts in

fractions of percentages (called basis points, each of which is equal to .01 percent) could
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directly and substantially affect the utilities’ costs of service or regulated revenue |
requirements for decades.

17. 1 learned that the various utility bond ratings would adversely affect
financing costs as ratings fell and, further, the amount of debt required would also likely
directly increase. As is currently the case with APS, growth could not be fully financed

with internal cash flow. However, if we let the gap increase relative to other businesses

and were slow to respond to this obvious need, we discovered that the utilities would

borrow more money and pay higher annual interest rates to finance the same

infrastructure. This would cause consumers to pay more for electricity over the life of the
bonds, which are quite typically 30 years.

18.  This realization prompted me to conclude that you can best help consumers
by being fair to shareholders and being relatively consistent and predictable. The latter
meant providing a reasonable opportunity for utilities to earn their authorized rates of
return. I specifically learned that when there were unavoidable lags in regﬁlation, we
could help consumers pay less over time if we approved “attrition allowances.” We also
made use of “make whole” adjustments to help customers pay less over time when we
discovered utilities were not earning amounts somewhat comparable to their authorized
returns due to rates that had become inadequate. I voted to grant relief because I found
and believed that the costs associated with these short-term actions paled in comparison

to the future rate increases that consumers would pay if bond ratings fell or service levels

deteriorated. I also realized that it would be fundamentally wrong to set rates below the
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reasonable and prudent cost of providing utility service or to permit such non-
compensatory rates to continue any longer than necessary.

19.  The current situation with APS is precisely the sort of circumstance where
I, as a regulator, would support a means to address deteriorating financial strength with
minimal impact on customers. APS has proposed precisely such a remedy in its Motion

for Interim Rate.

20. As an academic, and after leaving the PSCW, I studied the details of how |

' utility rating and other financial ratings are established. Analysts calculate various

quantitative and qualitative factors. These quantitative ratios mostly compare current and
projected cash flow to fixed obligations and the amount of new investments. During m

tenure at the PSCW, we generally believed that we could best help consumers if we coulj
keep thése performance ratios within a tight range and responded quickly if théy slipped
from within that range. Fixed obligations (such as interest payments) are not
discretionary. This meant that we needed to focus on iternal cash flow. This
Commission did that, in part, in 2007. However, APS muét continue to invest more each
year than it can produce internally. Conservative projections show further weakening of
net cash flow. As difficult as it might seem in the short run, I' believe that this
Commission can save consumers a considerable amount of money in the form of lower
(future) rate increases if it acts quickly and grants APS the 4 mils per kWh interim

surcharge it seeks.
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21. 1 also believed that my job as a regulator rﬁeant educating the public that
the best regulatory approach was to set a “just and reasonable” return and then to take the
steps necessary to assure utilities that performed prudently would very likely earn the
returns authorized. Such small regulatory steps would raise rates in the near term, but
still only to levels that reflect reasonable and prudent costs of providing service.
Moreover, these adjustments would ease the only significant cost state regulators can pro-
actively control, the cost of debt that, perhaps with the exception of fuel, is the biggest
cost component of an electric utility’s cost of service. In the discussion below, with
respect and understanding for this Commission and its tough job in fabing these daily
challenges, I apply my experience and expertise as an outsider looking in on Arizona and
APS.

22.  APS currently has a greatly weakened financial condition due (and this is
an important point) to events it does not and cannot control. 1 review some of these
matters below. Most important, as Mr. Brandt has indicated in his Affidavit, APS must
spend more than $1 billion in 2008 and approximately $3 billion between 2008 and 2010
on new infrastructure to enable Arizona to grow and to help ensure a reliable electricity
supply for consumers. Cash flow from operations falls well short of this necessary
investment. This shortfall will increase under what would be, at best, only a temporary
PSA rate “roll-off” and would virtually assure that APS remains on the precipice of, and

could fall to, “junk bond” status. In my opinion, the prudent regulatory response to the

current situation is to replace the PSA with an equivalent base rate surcharge. In effect,
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this decision would constitute a regulatory down payment on a system that will keep

Arizona competitive and help APS customers to avoid paying even more for energy in

the years ahead.

D. Why APS Has a Deteriorating Financial Condition that, if Left Unchecked, will
Inevitably Lead to Higher Costs to Customers and, Sooner or Later, a Financial
Emergency
23. At a minimum, cost-of-service regulation should provide a meaningful‘

opportunity but not a “guarantee” under all circumstances for investors to eam the
authorized return on equity (“ROE”) that regulators approve in periodic rate cases. The
various state utility commissions can and do differ with respect to how they apply these
fundamental cost-of-service standards to particular utilities. In addition, the inadequacy
of rates to recover costs under any circumstances calls for regulatory action and is an
often-stubborn fact that different regulators must confront and address in a prudent
manner. I apply these concepts to APS and find real financial challenges that will
increase when the PSA expires, unless the Commission grants a surcharge.

24.  With respect, I recommend that the Commission should grant APS’s
request, in effect, to offset the projected 4 mils per kWh PSA rate “roll-off” with a base
rate surcharge of equal amount. APS and its customers confront very real challenges. In
my opinion, these real probleﬁs negate the transient and relatively small customer benefit

of a temporary drop in 2008 electricity rates.

-10-
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a. APS must invest about $1 billion per year for at least the next five years in

order to continue to connect new customers and provide and maintain safe,
affordable, and reliable electricity, and to fuel th¢ Arizona economy. |

b. Internal operating cash flow and utility earnings are woefully insufficient to
support such capital requirements. The “roll-off” of the PSA adjustor would
widen the growing gap between APS’s new investments and its operating cash
flow.

c. Despite receiving much needed rate relief for fuel and purchased power
costs in 2007, APS’s actual earnings in 2007 are clearly inadequate under any
circumstance, and particularly so given the new and replacement debt and equity
that the Company must raise. These earnings are well below the amount
authorized (10.75% ROE). Indeed, the recent rate relief was mostly focused on
fuel and purchased power cost recovery, which flow through to retail customers
but do not increase actual APS earnings. This is a crucial fact because, while the
2007 rate relief stopped APS’s considerable bleeding of cash used to secure fuel
and energy, it did not relieve APS’ inherent problems related to earnings erosion
and unrecovered capital costs. Indeed, from the very outset, APS has not earned
its authorized rate of return under this recent rate case, and as is discussed at
length in the Affidavit of Donald E. Brandt, the earnings shortfall is both massive

and growing. Allowing the PSA adjustor to “roll-off” without an offsetting base

-11-
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rate surcharge would further weaken APS and cause it to secure new financing
with considerably higher costs of capital.

d. APS’s debt ratings are very poor, particularly for a utility that needs to
invest more than one billion dollars per year. Specifically, the ratings are: (i)
Moody’s rates APS as Baa2 and its analysts view the company’s outlook as
“negative”; (ii) Standard & Poor’s rates APS as BBB- and its analysts view the
company’s outlook as stable; (iii) Pinnacle West’s debt ratings are a notch lower
and are already “junk” grade. The danger for APS’s retail customers is that a
similar one notch downgrade for APS would, dependent on market conditions, add
about 100 basis points to the interest needed to refinance retiring debt and to
finance new infrastructure. This would require APS’s customers to pay likely
hundreds of millions of dollars more in the future for the same infrastructure,
aﬁsuming that APS could even finance these with “junk” debt. Perhaps more
importantly, at “junk” status, APS would experience the serious operational
difficulties (collateral calls, loss of vendor credit, etc.) that Mr. Brandt discussed.
APS would likely be shut out of the capital markets entirely during certain periods
of tight credit.

e. The growth in debt expected and weak cash flow could potentially threaten
bond covenants. APS would also need to generate internal equity or receive
repeated infusions of equity from Pinnacle West. This will complicate financing

for APS’s growth without interim relief in the form of a PSA offsetting surcharge.

-12-
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This would mean raising new equity capital would be more difficult and
expensive, if possible at all. And, if the gap between cash flow and new
investment expands, the new debt investment would likely come with higher
interest rates even if credit ratings do not deteriorate.

E. Why Customers are also Facing What I Believe to be an Emergency

25. These problems and the current conditions present a customer emergency.
Utility investors and lenders are rnostly_ willing to match rewards and risk — an
equilibrium which causes an increase in interest-related expenses when risks increase. If
a state squeezcé equity and regularly accepts outcomes where actual eamings fall well
short of authorized amounts, utility investors are rather agnostic about taking their returns
in the form of higher interest rates for downgraded debt. But the customer pays more
regardless.

26.  When such regulatory outcomes accompany exceptional growth, utility
customers pay much more for a very long time. These higher customer costs are the result
of APS’s financing requirements and the amount APS must pay outside lenders both to:
(a) operate the utility when current cash flow from operations is inadequate; and (b)
finance the necessary utility growth with inflated interest rates relative to less risky debt.
These are simply the facts and do not represent utility failures.

27.  Consider APS’s proposal to offset the 4 mils per kWh PSA adjustor “roll-
off” later this year with an interim base rate surcharge. The intent is clear and plausible

because APS seeks to avoid further earnings erosion in order to mitigate the current and

-13-
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ongoing deterioration of its finances. APS makes this proposal even as the Commission
is about to consider evidence in a new rate proceeding scheduled to be completed
sometime in the latter half of 2009. This proposal is necessary and clearly reasonable
because APS needs to continue to invest and sell debt in the remainder of 2008 and
through 2009, which is the period of regulatory lag that can only be addressed through
some manner of interim rate relief.

28. If the APS Motion is granted by the Commission, I conclude retail
customers will actually pay less in the future regardless of the final decision in this
docket concerning the establishment of permanent base rates. At best, a 4 mils per kWh
rate reduction would reduce prices later this year. This would be temporary because APS
is seriously under-earning and also investing in needed infrastructure that it cannot
finance with internally generated cash flow. A utility company that fails to earn its
authorized ROE and that nevertheless must still invest in new infrastructure will become
progressively financially weaker. A retail rate reduction would certainly increase
negative financial pressure. This would exacerbate the utility’s weak credit ratings and
further negatively influence analysts’ opinions of APS.

29. The costs of debt and other sources of finance will increase. Consumers
will pay higher future prices. Mr. Brandt has indicated in his Affidavit that the cost of a
further downgrade of APS is more than $1 billion over just the next 10 years, which

convinces me that APS’s customers would be better off in terms of revenue requirements

-14-
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savings if this Commission takes the long view and offsets the planned short-term PSA
rate reduction with a base rate surcharge of equal amount.

30. I hasten to add that more must still be done in the new permanent rate case
to ensure that improvement continues. My primary concern, and I think it should also be
this Commission’s primary concern, is the need to act aggressively to forestall losing
current debt ratings as earnings erode further and cash outlays continue to mount as APS
continues to finance growth and the ongoing cost of operations increases. In such dire
and challenging circumstances, offsetting a temporary rate cut of less than $50 a year for
customers using about 1,000 KWH per month with the requested interim relief seems
fully justified, particularly when the beneficial effects on customers becomes a primary
focus of regulation.

31: Much is at stake. Financial weakness for APS means APS customers will
pay more for electricity. The state’s economic growth and job creation will also suffer if
prospective investors and new businesses learn or even suspect that Arizona ié delaying
paying for utility expansion. This could take two forms. First, a utility might sacrifice
reliability and maintenance, letting trained employees leave and deferring necessary
expenditures. This is not the course APS has taken, as is indicated in the Affidavit of
Donald E. Brandt. If anything, there is evidence that APS is doing more with less. This
means APS is working harder and smarter — but these efforts alone can never solve a

regulatory problem, which is precisely what inadequate rates are.

-15-
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32. A second aspect of delayed payments in the form of permanent rate relief is
that it costs consumers more money in the long run if regulation, in effect, denies or
softens the message of higher costs using price signals that are not predicated on the
simple, conservative economic and common sense notions that growth increases costs,
causes more debt, and increases the cost of fuel and purchase power. Simply selling
more at unrealistic current prices does not relieve the crisis or reduce consumer costs over
time.

33. Delayed utility payments are like a credit card economy. Consumers get
goods and services in the near term. However, they pay more over time. Left unchecked
and as consumer credit ratings fall, consumers would and do pay even more to finance
the delayed payment of their purchases. Well-regulated utilities like APS hardly ever
will over-spend when it comes to basics like fuel, purchase power, iron, steel, cement,
meters, etc. However, they can spend more over time in credit card-like higher finance
costs and, therefore, cause their customers to also spend more. chulators should, in my
opinion, recognize these realities and act in the customers’ interest and on their behalf to
avoid these needless additional costs.

F. Conclusion: How to Help Consumers, the State, and to Recognize Shareholders
are Making Growth Possible

34. The Commission should recognize that APS has much to do to insure

Arizona’s continued growth and to provide safe and reliable electricity to its customers.

-16-
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While APS’ need to invest and spend money is great, it lacks and has lacked sufficient
internal cash to fulfill its obligations.

35. 1 ask this Commission to consider how it could help Arizona’s utility
consumers to pay less over the long haul. Seldom do regulators get to address “needs™ of
this type or dimension without raising rates. But this Commission has such an
opportunity. The Commission can continue to add to the gains made in the last rate case
for fuel and purchase power without raising customer bills. Thus, the Commission could
best help consumers in Arizona in the long run by granting APS’s Motion, and I urge

them strongly to do so.

-17-




This concludes my affidavit.

State of California )
) ) ss
County of Los Angeles )
1, Charles J. Cicchetti, having been duly sworn, state that I have read the

foregoing affidavit and that the same is true and correct to the best of my knowledge,

information, and belief.

Charles J. Cicchetti

Subscribed and sworn to me this 4™ day of June, 2008.

Al Wy~
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DANIELLE NEVEV

Notary Public

My Commission Expires:

Pec. \0; 2010
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PROFESSIONAL EXPERIENCE

1996-present
2006-present

1998-2006

1990-1997
1992-1996
1991-1992
1988-1991
1987-1990

1984-1987
1980-1984
1979-1986
1977-1979
1975-1976
1974-1979
1972-1974
1972

1969-1972
1969

1968-1969

1965
1961-1964

EDITORIAL AND ADVISORY BOARDS

Journal of Environmental Economics and Management, Former Member
Energy Systems and Policy, Former Member;

APPENDIX A

C.V. for Charles J. Cicchetti, Ph.D.

Co-Founder, Pacific Economics Group, Pasadena, Ca and Madison, WI.
Adjunct Professor, University of Southern California

Jeffrey J. Miller Professor in Government, Business, and the Economy,
University of Southern California;

Adjunct Professor of Economics, University of Southern California;
Managing Director, Arthur Andersen Economic Consulting;
Co-Chairman, Putnam, Hayes & Bartlett, Inc.;

Managing Director, Putnam, Hayes & Bartlett Inc;

Deputy Director, Energy and Environmental Pohcy Center John F.
Kennedy School of Government, Harvard University;

Senior Vice President, National Economic Research Associates;
Co-Founder and Partner, Madison Consulting Group;

Professor of Economics and Environmental Studies, University of]
Wisconsin-Madison; v

Chairman, Public Service Commission of Wisconsin, Appointed by
Governor Patrick J. Lucey (member until 1980);

Director, Wisconsin Energy Office and Special Energy Counselor for
Governor Patrick J. Lucey, State of Wisconsin;

Associate Professor, Economics and Environmental Studies, University
of Wisconsin-Madison;

Visiting Associate Professor, Economics and Environmental Studies,
University of Wisconsin-Madison;

Associate Lecturer, School of Natural Resources of the University of]
Michigan;

Resources for the Future, Washington, D.C.;
Ph.D., Economics, Rutgers University;
Instructor, Rutgers University;

B.A., Economics, Colorado College;
Attended United States Air Force Academy.
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Land Economics, Former Editor. »

Faculty Advisor to Campus Republicans at USC, 2002 to 2005

Alliance for Energy Security; Former Member;

Association of Environmental and Resource Economics, Former Executive Committee,
Former Member; ‘

California ISO Market Advisory Group —Former Member appointed by Governor Gray
Davis;

Center for Public Policy Advisory Committee, Former Member;

Department of Energy, Fuel Oil Marketing Advisory Committee, Former Member,

Graduate School of Public Policy at the University of California, Berkeley; Former Board
Member;

Institute for the Study of Regulation;

National Association of Regulatory Utility Commissioners, Executive Committee and
Chairman of the Ad Hoc Committee on the National Energy Act, Former Member;

Public Interest Economics Center, Board of Directors, Former Member;

Rutgers University, Energy Research Advisory Board,

U.S. Chamber of Commerce Energy and Natural Resources Committee, Former Member.

PUBLICATIONS

Books and Monographs

Working Manuscript entitled “A Primer for Energy Efficiency” Going Green and Getting
Regulation Right”, January 2008.

Working Paper entitled “Natural Gas: the Other California Energy Crisis” with Colin M.
Long, November 2006.

The California Electricity Crisis: What, Why, and What’s Next, with Jeffrey A. Dubin and
Colin M. Long, July 2004

A Tarnished Golden State: Why California Needs a Public/Private Partnership for its
Electricity Supply System, with Colin M. Long, August 2003.

Restructuring Electricity Markets: A World Perspective Post-California and Enron, with
Colin M. Long and Kristina M. Sepetys, May 2003.

Energy Deregulation: The Benefits of Competition Were Undermined by Structural Flaws
in the Market, Unsuccessful Oversight and Uncontrollable Competitive Forces, with

Professional Experience
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Jeffrey A. Dubin, Jon Hockenyos, Colin M. Long and J.A. Wright. California State
Auditor, Bureau of State Audits, Sacramento, California, March 2001.

Restructuring_Electricity Markets: A World Perspective, with Kristina M. Sepetys,
January 1996.

The Application of U.S. Regulatory Techniques to Spain's Electric Power Industry, with
Irwin M. Stelzer, prepared for Unidad Electrica, S.A., Cambridge: Energy and
Environmental Policy Center, Harvard University, March 1988.

The Economic Theory of Enhanced Natural Gas Service to the Industrial Sector: An
Applied Approach, Vol. II with L.D. Kirsch, for the Gas Research Institute, Contract
No. 5080-380-0349, February 1982.

The Economic Theory of Enhanced Natural Gas Service to the Industrial Sector: An
Applied Approach, Vol. I with L.D. Kirsch and R. Shaughnessy, for the Gas Research
Institute, Contract No. 5080-380-0349, May, 1981.

The Economic Effects of Deregulating Natural Gas, with R.H. Haveman, M. Lowry, M.
Post and R. Schmidt, prepared for the Northeast Coalition for Energy Equity,
Madison: MCG Monograph, 1981.

The Marginal Cost and Pricing of Electricity: An Applied Approach, with W. Gillen and
P. Smolensky, Cambridge: Ballinger Publishing Company, 1977.

The Costs of Congestion: An Econometric Analysis of Wilderness Recreation, with V.K.
Smith, Cambridge: Ballinger Publishing Company, 1976.

Energy System Forecasting, Planning and Pricing, ed. with W. Foell for the National
~ Science Foundation, Madison: University of Wisconsin Monograph, 1975.

Studies in Electric Utility Regulation, ed. with J. Jurewitz for the Ford Foundation Energy
Policy Project, Cambridge: Ballinger Publishing Company, 1975.

Perspective on Power: A Study of the Regulation and Pricing of Electric Power, with E.
Berlin and W. Gillen for the Ford Foundation Energy Policy Project, Cambridge:
Ballinger Publishing Company, 1974.

A Primer for Environmental Preservation: The Economics of Wild Rivers and Other
Natural Wonders, New York: MSS Modular Publication, 1973.
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Forecasting Recreation_in the United States: An Economic Review of Methods and
Applications to Plan for the Reguired Environmental Resources, Lexington:
Lexington Books, June 1973.

Alaskan Qil: Alternative Routes and Markets, for Resources for the Future, Baltimore:
Johns Hopkins University Press, December 1972.

The Demand and Supply of Outdoor Recreation: An Econometric Analysis, Ph.D. Thesis:
Rutgers University, 1969. Also, with J.J. Seneca and P. Davidson, Washington, D.C.:
U.S. Department of Interior, Bureau of Outdoor Recreation, Contract No. 7-14-07-4,
1969.

A Neo Keynesian Equilibrium Analysis For an Open Economy, A.B. Thesis, Colorado
College, Colorado, Springs, Colorado, May, 1965.

PUBLICATIONS

Journal Articles

“Energy Efficiency: Do Regulatory Incentives Matter?”” with James H. Lin,
Submitted for Peer Review.

“A Primer for Energy Efficiency” Submitted for Peer Review.
“Duke’s Fifth Fuel”, Public Utilities Fortnightly, January 2008.

“Public Service Commission of Wisconsin, 1977-1980 Charles J. Cicchetti, The NRRI
Journal of Applied Regulation, Volume 4, December 2006

“A Brief History of Rate Base: Necessary Foundation of Regulatory Misfit” with Charles
J. Cicchetti, Public Utility Fortnightly, July 2006.

“ISOs and Transcos: What’s at Stake?” with Gary D. Bachman and Colin M. Long, The
Electricity Journal, December 2000.

“Politics as Usual: A Roadmap to Backlash, Backtracking and Re-regulation,” with Colin
M. Long, Public Utilities Fortnightly, Vol. 138, No. 18. October 1, 2000.

“Transmission Products and Pricing: Hidden Agendas in the ISO/Transco Debate,” with
Colin M. Long, Public Utilities Fortnightly, Vol. 137, No. 12. June 15, 1999
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“Mergers and the Convergence of the Electric and Natural Gas Industries,” Natural Gas,
March 1997.

“Been There, Done That: Sunk Costs, Access Charges and the Transmission Pricing
Debate,” Energy, Vol. XXI, No. 4. September, 1996.

“Regulating Competition: Transition or Travesty?” with Kristina M. Sepetys, The
Electricity Journal, May 1996.

“California Model Sets the Standard for Other States,” with Kristina M. Sepetys, World
Power Yearbook 1996.

“Measuring the Effects of Natural Resource Damage and Environmental Stigma on
Property Value,” Environmental Law, September/October, 1995.

“The Route Not Taken: The Decision to Build the Trans-Alaska Pipeline and the
Aftermath,” The American Enterprise, Volume 4, Number 5, September/ October
1993.

“A Micro-Econometric Analysis of Risk-Aversion and the Decision to Self-Insure,” with
Jeffrey Dubin, in Journal of Political Economy, Revised, July 1993. (Volume 102, No.
1, February 1994.)

“Energy Utilities, Conservation, Efficiency,” with Vinayak Bhattacharjee and William
Rankin, Contemporary Policy Issues, Volume XI, Number 1, January 1993.

“Uniqueness, Irreversibility, and the Theory of Nonuse Values,” with Louis L. Wilde,
American Agricultural Economics Association, December 1992.

“Utility Energy Services,” with Ellen K. Moran, Regulatory Incentives for Demand-Side
Management, Chapter 9, American Council for an Energy-Efficient Economy,
December 1992.

“A Micro-Econometric Analysis of Risk Aversion and the Decision to Self-Insure,”
California Institute of Technology, with Jeffrey A. Dubin, January 1992.

“The Use and Misuse of Surveys in Economic Analysis: Natural Resource Damage
Assessment Under CERCLA,” California Institute of Technology, with Jeffrey Dubin
and Louis Wilde, July 1991.
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“The Federal Energy Regulatory Commission's Proposed Policy Statement on Gas
Inventory Charges (PL-89-1-1000), Energy and Environmental Policy Center, Harvard
University, Discussion Paper E-89-11, July 1989.

“Incentive Regulation: = Some Conceptual and Policy Thoughts,” Energy and
Environmental Policy Center, Harvard University, Discussion Paper E-89-09, June
1989.

“Including Unbundled Demand-Side Options in Electricity Utility Bidding Programs,”
with William Hogan, Public Utilities Fortnightly, June 8, 1989. (Also a Discussion
Paper E-88-07).

“Assessing Natural Resource Damages Under Superfund: The Case Against the Use of]
Contingent Value Survey Methods,” with Neil Peck, Natural Resources &
Environment, Vol. 4, No. 1, Spring 1989.

“Pareto Optimality Through Non-Collusive Bilateral Monopoly with Cost-of-Service
Regulation (or: Economic Efficiency in Strange Places),” with Jeff D. Makholm,
Energy and Environmental Policy Center, Harvard University, Working Paper, 1988.

“The FERC's Discounted Cash Flow: A Compromise in the Wrong Direction,” with Jeff]
Makholm, Public Utilities Fortnightly, July 9, 1987.

“Conservation Subsidies: The Economist's Perspective,” with Suellen Curkendall,
Electric Potential, Vol. 2, No. 3, May/June 1986.

“Our Nation's Gas and Electric Utilities: Time to Decide,” with R. Shaughnessy, Public
Utilities Fortnightly, December 3, 1981.

“Is There a Free Lunch in the Northwest? (Utility-Sponsored Energy Conservation
Programs),” with R. Shaughnessy, Public Utilities Fortnightly, December 18, 1980.

“Opportunities for Canadian Energy Policy,” with M. Reinbergs, Journal of Business
Administration, Vol. 10, Fall 1978/Spring 1979.

“Energy Regulation: When Federal and State Regulatory Commissions Meet,” with J.
Williams, American University Law Review, 1978.

“The End-User Pricing of Natural Gas,” with Don Wiener, Public Utilities Fortnightly,
March 16, 1978.
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“An Econometric Evaluation of a Generalized Consumer Surplus Measure: The Mineral
King Controversy,” with V.K. Smith and A.C. Fisher, Econometrica, Vol. 44, No. 6,
1976.

“Alternative Price Measures and the Residential Demand for Electricity: A Specification
Analysis,” with V.K. Smith, Regional Science and Urban Economics, 1975.

“An Economic Analysis of Water Resource Investments and Regional Economic
Growth,” with V.K. Smith and J. Carston, Water Resources Research, Vol. 12, No. 1,
1975.

“A Note on Fitting Log Linear Regressions with Some Zero Observations for the
Regressand,” with V.K. Smith, Metroeconomica, Vol. 26, 1975.

“The Design of Electricity Tariffs,” Public Utilities Fortnightly, August 28, 1975.

“The Economics of Environmental Preservations: Further Discussion,” with A.C. Fisher
and J.V. Krutilla, American Economic Review, Vol. 64, No. 6, December 1974.

“Electricity Price Regulation: Critical Crossroads or New Group Participation Sport,”
Public Utilities Fortnightly, August 29, 1974.

“Interdependent Consumer Decisions: A Production Function Approach,” with V.K.
Smith, Australian Economic Papers, December 1973.

“Economic Models and Planning Outdoor Recreation,” with A.C. Fisher and V.K. Smith,
Operations Research, Vol. 21, No. 5, September/October 1973.

“Evaluating Federal Water Projects: A Critique of Proposed Standards,” with R.K. Davis,
S.H. Hanke and R.H. Haveman, Science, Vol. 181, August 1973.

“The Mandatory Oil Import Quota Program: A Consideration of Economic Efficiency
and Equity,” with W. Gillen, Natural Resources Journal, Vol. 13, No. 3, July 1973.

“Congestion, Quality Deterioration and Optimal Use: Wilderness Recreation in the
Spanish Peaks Primitive Area,” with V.K. Smith, So<:1al Sciences Research, Vol. 2, 1,
March 1973 (reprinted July 1973).

“The Economics of Environmental Preservation: A Theoretical and Empirical Analysis,”
with A.C. Fisher and J.V. Krutilla, American Economic Review, Vol. 62, No. 4,
September 1972.
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“Recreation Benefit Estimation and Forecasting: Implications of the Identification
Problem,” with V.K. Smith, J.L. Knetsch and R. Patton, Water Resources Research,
Vol. 8, No. 4, August 1972.

“Bvaluating Benefits of Environmental Resources with Special Application to the Hells
Canyon,” with J.V. Krutilla, Natural Resources Journal, Vol. 12, No. 1, January 1972.
(Also published in Benefit-Cost and Policy Analysis, 1972.)

“On the Economics of Mass Demonstrations: A Case Study of the November 1969 March
on Washington,” with A.M. Freeman, R.H. Haveman and J.L. Knetsch, American
Economic Review, Vol. 61, No. 4, September 1971.

“Option Demand and Consumer Surplus: Further Comment,” with A.M. Freeman III,
Quarterly Journal of Economics, Vol. 85, August 1971.

“Some Economic Issues Involved in Planning Urban Recreation Facilities,” Land
Economics, February 1971.

“A Note on Jointly Supplied Mixed Goods,” with V.K. Smith, Quarterly Review of
Economics and Business, Vol. 10, No. 3, Autumn 1970.

“A Gravity Model Analysis of the Demand for Public Communication,” with J.J. Seneca,
Journal of Regional Science, Vol. 9, No. 3, Winter 1969.

Articles Appearing in Other Volumes

“Including Unbundled Demand-Side Options in Electric Utility Bidding Programs,” in
Competition in Electricity: New Markets & New Structures, with William Hogan and
edited by James L. Plummer and Susan Troppmann, (Public Utilities Reports and QED
Research Inc: Arlington, Virginia) March 1990.

“Meeting the Nation's Future Electricity Needs: Cogeneration, Competition and
Conservation,” in 1989 Electricity Yearbook, New York: Executive Enterprises, 1989.

“Bnvironmental Litigation and Economic Efficiency: Two Case Studies,” with R.
Haveman in Environmental Resources and Applied Welfare Economics: Essays in
Honor of John F. Krutilla, V.K. Smith ed., Washington, DC: Resources for the Future,
1988.
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“Electricity and Natural Gas Rate Issues,” with M. Reinbergs, in The Annual Energy
Review, Palo Alto: Annual Reviews Inc., Vol. 4, 1979.

“The Measurement of Individual Congestion Costs: An Econometric Application to
Wilderness Recreation,” with V.K. Smith, in Theory and Measurement of Economic

Externalities, ed. S.A. Lin, New York: Academic Press, 1976.

“Implementing Diurnal Electricity Pricing in the U.S.: A Pragmatic Approach,” in

Energy System Forecasting, Planning and Pricing, ed. C.J. Cicchetti and W. Foell,| -

Madison: University of Wisconsin Press, February 1975.

“Measuring the Price Elasticity of Demand for Electricity: The U.S. Experience,” with

V.K. Smith, in Energy System Forecasting, Planning and Pricing, ed. C.J. Cicchetti
and W. Foell, Madison: University of Wisconsin Press, 1975.

“Public Utility Pricing: A Synthesis of Marginal Cost, Regulatory Constraints, Averch-
Johnson Bias, Peak Load and Block Pricing,” with J. Jurewitz, in Studies in Electric
Utility Regulation, ed. C.J. Cicchetti and J. Jurewitz, Cambridge: Ballinger Publishing
Company, 1975.

“Congestion, Optimal Use and Benefit Estimation: A Case Study of Wildemess
Recreation,” with V.K. Smith, in Social Experiments and Social Program Evaluation,
ed. .G. Albert and M. Kamrass, Cambridge: Ballinger Publishing Company, 1974.

“Electricity Growth: Economic Incentives and Environmental Quality,” with W. Gillen,

in Energy: Demand, Conservation and Institutional Problems, ed. M. Macrakis,
Cambridge: MIT Press, 1974.

“Some Institutional and Conceptual Thoughts on the Measurement of Indirect and
Intangible Benefits and Costs,” with John Bishop, in Cost-Benefit Analysis and Water
Pollution Policy, ed. H. Peskin and E. Seskin, Washington, D.C.: Urban Institute,
1974.

“The Trans-Alaska Pipeline: An Economic Analysis of Alternatives,” with A.M. Freeman
III, in Pollution, Resources and the Environment, ed. A.C. Enthoven and A.M.
Freeman III, New York: W.W. Norton and Co., 1973.

“Alternative Uses of Natural Environments: The Economics of Environmental
Modification,” with A.C. Fisher and J.V. Krutilla, in Natura] Environments: Studies in
Theoretical and Applied Analysis, ed. J.V. Krutilla, Baltimore: Johns Hopkins
University Press, 1972.
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-9-




O 00 3 N W s~ W NN -

[y N [\ [\ N N N — [ — [ f— [on [ ot —
A W W= O O 00 NN A W A W N o

“A Multivariate Statistical Analysis of Wilderness Users in the United States,” in Natural
Environments: Studies _in Theoretical and Applied Analysis, ed. J.V. Krutilla,

Baltimore: Johns Hopkins University press, 1972.

“Benefits or Costs? An Assessment of the Water Resources Council's Proposed
Principles in Standards,” with R.K. Davis, S.H. Hanke, R.H. Haveman and L. Knetsch,
in Benefit-Cost and Policy Analysis, ed. W. Nishkanen, et al, Chicago: Aldine
Publishing Company, 1972.

“Observations on the Economics of Irreplaceable Assets: Theory and Method in the
Social Sciences,” with J.V. Krutilla, A.M. Freeman III and C. Russell, in
Environmental Quality Analysis, ed. A Kneese and B.T. Bower, Baltimore: Johns
Hopkins University Press, 1972.

“Outdoor Recreation and Congestion in the United States,” in Population, Resources and
the Environment, ed. R. Ridker, Washington, D.C.: U.S. Government Printing Office,
1972.

Less Technical Articles

“Still the Wrong Route,” Environment, Vol. 19, No. 1, January/February, 1977.

“National Energy Policy Plans: A Critique,” Transportation Journal, Winter 1976.

“The Mandatory Oil Import Program: A Consideration of Economic Efficiency and
Equity,” with W. Gillen, Joint Economic Committee of the U.S. Congress, 1974.

14

“The Political Economy of the Energy Crisis,” with R. Haveman in Carrol Business

Review, Winter 1974.

“The Wrong Route,” Environment, Volume 15, No. 5, June 1973.

“Benefit-Cost Analysis and Technologically Induced Relative Price Changes: The Case
of Environmental Irreversibilities,” with J.V. Krutilla, Natural Resources Journal,
1972.

“A Review of the Empirical Analyses that Have Been Based Upon the National
Recreation Surveys,” Journal of Leisure Research, Vol. 4, Spring 1972.
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“How the War in Indochina is Being Paid for by the American Public: An Economic
Comparison of the Periods Before and After Escalation,” Public Forum, July 1970,
(reprinted in the Congressional Record, August 13, 1970).

“User Response in Outdoor Recreation: A Reply,” with J.J. Seneca, Journal of Leisure
Research, Vol. 2, No. 2, Spring 1970.

“User Response in Outdoor Recreation: A Production Analysis,” with J.J. Seneca, Journal
of Leisure Research, Vol. 1, No. 3, Summer 1969.

Miscellaneous Articles

“Competitive Battlefield: A View from the Trenches,” Northeast Utilities 1987 Annual
Report, Competition: A Matter of Choices, 1987.

SPEECHES

Speeches Since 1984

“Energy Efficiency and Regulatory Incentives,” EUEC 11" Annual Energy and
Environment Conference, Tucson, Arizona, January 27-30™ 2008.

“Conservation Reconsidered: A First Row Seat,” Reconsidering “Conservation
Reconsidered”: A 40-Year Legacy, Resources for the Future, October 3, 2007.

“Market Issues: Power Procurement & Contracts,” Law Seminars International, San
Francisco, California, September 17-18™, 2007.

“Economists as Appraisers, Threats or Compliments?” Appraisal Institute Seminar, Los
Angeles, California, March 26, 2007.

“The Economic Health of California’s Energy Markets”, An Economist’s Perspective on
the Electronic Health of CA Energy Markets, San Francisco, California, September 26,
2006. : :

«[ essons From California to Russia,” Edison Electric Institute’s US/Russia Electricity
Markets Conference, Washington, District of Colombia, February 25, 2003.
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“State Regulation Is Here to Stay: Financing the Future, “ NARUC 113™ Annual
Convention, Philadelphia, Pennsylvania, November, 2001.

“Deregulation Revisited: The Power Crisis in California,” New York University’s Energy
Forum, New York, New York, 26 February 2001.

“The Changing Face of Utilities,” Author Anderson’s 21% Annual Energy Symposium,
Houston, Texas, 28 November 2000.

“Lessons for Bangladesh: Thinking Globally While Acting Locally,” The World Bank’s
Bangladesh Power Sector Reforms Workshop, Dhaka, Bangladesh, 1 October 2000.

“Diversification and Shareholder Value,” The Energy Daily’s 27™ Annual Conference:
Lighting the World, Williamsburg, Virginia, 2 December 1999.

“Challenges for Government-Owned Utilities,” The Bond Buyer Public Power
Conference, Santa Monica, California, 7 October 1999.

“Restructuring America’s Electricity Industry and Public Power or Customer Owned
Utilities,” APPA’s CEO Roundtable, Scottsdale, Arizona, 3 March 1998.

“Electricity Restructuring: The Future Role of Regulation (Woulda, Shoulda, Coulda)’
American Bar Association’s Annual Electricity Conference, Denver, Colorado, 13
February 1998.

“Mergers in the Utility Industry,” Arthur Anderson’s 18" Annual Energy Symposium,
Houston, Texas, 9 Deceimber 1997.

“Convergence, Competition, Mergers and Marketing: Are You Getting Ready for the
Millepnium?” California Foundation on the Environment and the Economy, Santa
Cruz, California, 4 December 1997.

“Elech‘ic Utility Strategy: Regulation, Restructuring and Competition,” The Fourth
Annual Power Industry Forum: “A View Toward the New Energy Corporation,” San
Diego, California, 7 March 1997.

“Restructuring Energy Markets: A World Perspective,” The Energy Daily’s 22™ Annual
Conference: The One-Stop Energy Stop, Williamsburg, Virginia, 12 December 1996.

“Mergers in the Utility Industry,” Arthur Anderson’s Energy Symposium, Houston,
Texas, 10 December 1996.
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-12-




O 00 N1 N W bR W N e

NNNNNNNHMH)—IHHHHH)—I
C\M-PMNHO\OOO\)O\M-PWNHO

“Political, Economic, and Regulatory Challenges when Transforming Privately-Owned
Utilities to Competitive Enterprises,” Presentation at the Economist Conferences,
Bilbao, Spain, 12 November 1996.

“Transmission, Divestiture, and the Future,” Panelist at the EEI Strategic Planning
Conference, Seattle, Washington, 14 October 1996.

“Cost-of-Service Regulation: The Old Dog Won’t Hunt, and Recently, It Wasn’t Very
Good,” Presentation to the Board of Wisconsin Electric Power Company,” Belize,
Central America, 3 April 1996.

“Primary Mergers: An Insider’s Guide,” Presented at Electricity Utility Week Conference,
March 15, 1996.

“Merger Policy Issues—When is a Proposed Electric Utility Merger in the Public
Interest?” Panelist at the 3 Annual DOE-NARUC National Electricity Forum, 5
December 1995. : '

“Measuring the Effects of Natural Resources Damage and Environmental Stigma on
Property Value,” Presented to Morgan, Lewis & Bockius, 29 November 1995.

“Strategy for a Natural Gas Distributor: Competition, Consolidation, Cost Cutting,” for
Washington Gas Light, 23 October 1995.

“Strategic Issues Facing the Electric Utility Industry,” AIS Symposium, St. Charles, IL, 9
October 1995.

“Worldwide Electricity Restructuring: Regulation, Competition or Both?” presented at the
4™ World Economic Development Congress, Washington, DC, 6 October 1995.

“Competition, Consolidation, Restructuring: A Program for Expanding Utility
Consulting,” Western Region Utility Presentation, 28 September 1995.

“North/South Estimated Savings Compared to Recent Merger Claimed Savings,” for
PSCo information only, July 28, 1995.

“California PUC Plans for Restructuring the Electric Industry,” Utilities Overheads, 3 July
1995.

“Public Utility Holding Company Act (PUHCA) Current Issues,” Utilities Overheads, 3
July 1995.
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“Power Industry Restructuring: Competition and Deregulation are Not Synonyms,”
Utilities Overheads, 3 July 1995.

“The FERC’s Role in Electric Utility Industry Restructuring,” Utilities Overheads 3 July
1995.

“Whereto Regulation? Slice and Dice Supplants Command and Control,” HARC
Presentation, 8 August 1995/

“Strategic Issues Facing the Electric Utility Industry,” US West Presentation, 1 August
1995.

“Proposal to Provide Consulting Services to Assist with An Alternative Ratemaking
Proposal,” Boston Gas Presentation, 27 July 1995.

“Strategic Issues Facing the Electric Utility Industry,” ConEd Presentation, 26 July 1995.
(Also “Power Thinking”)

“Generic NU Slides”

“Strategic Issues Facing the Electric Utility Industry,” NU Board of Trustee Presentation,
25 July 1995.

“public Utility Holding Company Act (PUHCA)” Presentation to Southwest Gas
Corporation, 19 June 1995.

“FERC Activity-Gas Industry Update,” Presentation to Southwest Gas Corporation, 19
June 1995.

“Electric Industry Restructuring Recent FERC and CPUC Developments,” Presentation to
Southwest Gas Corporation, 19 June 1995.

“Power Marketing and Bulk Power Markets: Power Marketing and its Impact on the
Electric Power Industry,” Infocast’s Power Marketing and Bulk Power Markets, 8
June 1995.

“Energy Industry in Transition,” Yankee Energy Systems presentation, 23 May 1995.

“State Regulation in an Era of Regulated Competition,” American Enterprise Energy
Policy Forum, 16 May 1995.
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“Natural Resource Damages Latest Developments and Future Focus,” The CVM
Controversy. Executive Enterprises NRDA Conference, 5 May 1995, San Francisco.

“Restructuring the Electric Industry,” Prepared for Georgia Power Company, 28 March
1995.

“Electric, Gas and Telephone Industry Insights and Outlooks,” Prepared for Peoples
Energy Corporation Officers’ Planning Retreat, 12 March 1995.

“The Driving Forces Reshaping the Electric Power Industry,” Presentation to Northeast
Utilities Management, 27 February 1995.

“Electricity Markets: Yesterday, Today, and Tomorrow,” and “The Driving Forces
Reshaping the Electric Power Industry,” Presentation to General Electric, 13 February
1995.

“Power Marketing and Its Role in the Competitive Energy Industry: Projecting Future and
International Power Needs,” EEI Conference, 27 January 1995.

“Evolution or Revolution: Whoever Gets the Customers Wins!” Energy Daily
Conference, 1 December 1994.

“Natural Resource Damages Latest Developments and Trends: CVM Controversy,”
Executive Enterprise’s NRDA Conference, 15 November 1994.

“The Current Natural Gas Transportation Issues that Affect the North American Market,”
IGUA/ACIG Natural Gas Conference, 15 November 1994.

“Power Marketing and Its Role in the Competitive Energy Industry: Projecting Future and
International Power Needs,” Infocast-New York, 28 October 1994.

“FERC and State Regulatory Incentives: Restructuring the Electric Utility Industry,”
Arthur Andersen’s Financial Symposium, 27 September 1994.

“Restructuring the Electric Utility Industry,” Arthur Andersen’s Financial Symposium, 27
September 1994.

“What Do We Want to Get Out of the CPUC Restructuring Process,” Aspen Institute
Presentation Materials, 6 July 1994.
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“The Debate over Retail Competition in California: A Prescriptive Suggestion,” Aspen
Institute Presentation Materials, 6 July 1994.

“A Review and Critique of Internal Revenue Service Economist Report Regarding
Electricity Conservation Program Expenditures and Related Tax Deductions,” EEI
Taxation Committee Meeting, 14 June 1994.

“The Expanding Competition in Power Markets,” Environmental Law, Liability &
Litigation Director’s Roundtable, 18 May 1994.

“Paul Keglevic’s Group Presentation to The Gas Company: Customer Values Initiative.”

“NRDA and Property Valuation Analysis,” presented to Fennemore Craig, P.C., 28
February 1994.

“Commentary on the Future of Regulation: Pro or Kahn?” (To Regulate or Not to
Regulate: That is the Question,” NARUC/DOE presentation, 15 February 1994.

“Latin America Assertion of Membership in Pacific Basin,” Aspen Institute, Pac Rim
Workshop, 31 January 1994.

“Utility Rate Regulation in the 1990s and Beyond,” 1993 Utilities Financial Symposium,
14 September 1993.

“Natural Resource Damages: An Economic Critique,” Presented to Beveridge & Diamond
(w/J. Dubin), 8 September 1993.

“Understanding Economic Damage Valuations Under NRDA,” Presented to Occidental
USA, (w/L/ Wilde), 17 August 1993.

“Allocating Costs in Superfund Cases,” Presented to Waste Management, July 1993.

“Understanding Economic Damage Valuations Under NRDA,” Presented to Sidley &
Austin, 29 June 1993.

“Allocating Cost in Superfund Cases,” Presented to Keck, Mahin & Cate, 23 June 1993.

“Draft RCRA Corrective Action Regulatory Impact Analysis (RIA),” Presented to
Beveridge & Diamond, 18 June 1993.
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Chicago Energy Economic Association Speech, (CJC used notes/speech from UC
Berkeley/RFF speech of 10 May 1993), 10 June 1993.

“Understanding Economic Damage Valuations Under NRDA,” AAEC Corporate Counsel
Symposium Series (Dallas & & Houston), May 18-19, 1993.

“The Regulatory Triad for the 90s: Integrated Resource Planning, Incentive, Regulation
and Social Costing,” UC Berkeley/RFF Briefing, 10 May 1993

“Understanding Economic Damage Vaiuation Under NRDA,” AA/Perkins Coie
Presentation, 4 May 1993.

“DSM & Shareholder Incentive,” 1993 Rate Symposium, April 25-27, 1993.

“Twenty Yeats Since Earth-Day I: What Have We Learned?” USC Economic Honor
Society Omicron, Delta Epsilon, 15 April 1993.

“The Clinton Economic Plan,” USC Panel Discussion, 26 February 1993.
“The Good, The Bad & The Ugly,” USC, 25 February 1993.

“Incorporating Externalities in Utility Least-Cost Planning,” Edison Electric Institute, 10
February 1993. '

“Incorporating Externalities in Utility Least-Cost Planning,” A Presentation to the ABA
Mid-Year Meeting, 7 February 1993.

“Understanding Economic Damage Valuations Under NRDA,” Presented at “OPA-On the
Gulf Coast,” Seminar, sponsored by Haight, Gardner, Poor & Havens, 27 January
1993.

“DSM and Shareholders Incentives,” Prepared for Southern California Edisoﬁ, January
1993.

“DSM and Shareholders Incentives,” Prepared for the Allied Social Science Association
1993 Annual Meetings, 5 January 1993.

“The Economic Effect of the Clean Air Act on the US Economy: Tradable Emissions
Allowances,” National Clean Air Conference, Houston, Texas, May 20, 1992.
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“Where Do We Go From Here: Bush or Clinton?” Presented at he Corporate Recovery
Conference sponsored by Arthur Andersen & Co., Scottsdale, Anzona, September 17,
1992.

“Social Cost of Electricity,” Panel Discussant, Anaheim, California, January 5 & 6, 1993.

“Environmental Externalities: Are There Any Left?” American Bar Association’s Winter
Meeting, Boston, Massachusetts, February 7, 1993.

“Incorporating Externalities in Utility Least-Cost Planning,” Edison Electric Institute
Energy and Environmental Committee, San Francisco, California, February 10, 1993.

“Environmental Policy: The Good, The Bad, The Ugly,” University of Southern
California, Los Angeles, February 25, 1993.

“Incorporating Environmental Strategies into Your Corporation’s Overall Strategy to
Improve the Bottom Line,” moderator, Arthur Anderson & Co’s Energy 1993 Expo,
Pittsburgh, Pennsylvania, March 2-3, 1993.

“Resource Planning, Incentives, and Pricing for Electric, Natural Gas, and
Telecommunications Services: New Products and Regulations,” University of]
Missouri’s 1993 Rate Symposium, Kansas City, Missouri, April 26, 1993.

“Understanding Economic Damage Valuations Under Natural Resource Damage
Assessments,” Environmental Presentation Series with Perkins Coie, Seattle,
Washington, May 4, 1993.

“The Regulatory Triad for the 90’s,” Resources for the Future/UC Berkeley Briefing,
Berkeley, California, May 10, 1993.

“Understanding Economic Damage Valuations Under Natural Resource Damage
Assessments,” Arthur Andersen & Co. Corporate Counsel Symposium Series, Dallas,
Texas, May 18, 1993.

“Understanding Economic Damage Valuations Under Natural Resource Damage
Assessments,” Arthur Andersen & Co. Corporate Counsel Symposium Series,
Houston, Texas, May 19, 1993.

“An Economist’s View of Demand Side Management,” Chicago Energy Economists
Association, Chicago, Illinois, June 10, 1993.
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“Presentation to the Board of Southwest Gas,” Las Vegas, Nevada, June 14, 1993.

“Draft RCRA Corrective Action Regulatory Impact Analysis (RIA),” Beveridge &
Diamond, June 18, 1993-Charlie Cicchetti.

“Relative Economic Benefit as a Factor in Cost Allocation,” Keck, Mahin & Cate Cost
Recovery and Contribution Litigation Seminar, Chicago, Illinois, June 23, 1993.

“Where Do We Go From Here: Bush or Clinton?” Presented at the Corporate Recovery
Conference sponsored by Arthur Anderson & Co., Scottsdale, Arizona, September 17,
1992. '

“The Economic Effect of the Clean Air Act on the U.S. Economy: Tradable Emissions
Allowances,” National Clean Air Conference, Houston, Texas, May 20, 1992.

“National Resource Damages: What Does the Proposed Final DOI Rule Mean?”,
Presented at the Workshop on Natural Resource Damages, Washington, DC, May 30,
1991.

“When Green Turns Mean: Pollution as a Crime”, Presented at the Third Annual Law and
Economics Seminar of Putnam, Hayes & Bartlett, Inc., The Arizona Biltmore Hotel,
Phoenix, Arizona, November 7-11, 1990.

“The Legal and Economic Consequences of 1992.” Presented at the Second Workshop on
Post Keynesian Economics, Knoxville, Tennessee, July 3, 1990.

“Environment: A Green Gimmick or a New Game Plan?”, Presented at Pacific Gas &
Electric Company’s Managers Meeting, San Francisco, California, May 31, 1990.

“Can the Gas Business Fulfill Its New Promise?” Presented at “Inside F.E.R.C.”, San
Francisco, California, April 20, 1990.

“Energy Firms and Global Environmental Policy.” Presented at Pacific Gas & Electric’s
Management Committee Retreat, Santa Cruz, California, March 17-26, 1990.

“Electric Utility Mergers and Reorganization: Antitrust Meets Regulation.” Presented at
the Third Annual Conference on Electric Law and Regulation, Denver, Colorado,
March 9, 1990.

“Infrastructure, Regulatory, Risk/Reward Issues.” Presented at the Portland General
Symposium, Portland, Oregon, November 6, 1989.
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“Belated and Expensive: How Utilities Have Reacted to New Economic Imperatives in
the Last Two Decades,” Conference Sponsored by the Energy Daily, The Watergate
Hotel, Washington, D.C., November 3, 1989.

“Competitive Building: Price, Time, Location and Uncertainties.” Presented at the
Coopers & Lybrand Annual Electric & Gas Conference, Crystal Gateway Marriot,
Arlington, VA, November 2, 1989.

“Electric Utilities: New Markets, New Challenges,” Speech before the Intérstate Natural
Gas Association of America Seminar, The Greenbrier, White Sulphur Springs, West
Virginia, October 17, 1989.

“Sweetening the Pot: Plaintiff Devices to Maximize Claims” (Contingent Value Surveys
Hedonic Price Measures), Second Annual Law and Economics Seminar a Putnam,
Hayes & Bartlett, Inc, The Arizona Biltmore Hotel, Phoenix, Arizona, October 11-14,
1989.

“Incentive Regulation and Conservation Policy,” Presented at the New England
Conference of Public Utility Commissioners, Kennebunkport, Maine, September 2,
1989. ‘

“Incentive Regulation and Conservation Policy,” Presented at the New England

Conference of Public Utility Commissioners (NARUC) Least-Cost Planning

Conference, Charleston, South Carolina, September 11, 1989.

“The Role of Rate Reform: The Bundling of Services,” International Association of]
Energy Economists, North American Gas Supply and Markets Conference, The Hyatt
Regency, Denver, Colorado, September 7, 1989.

“Incentive Regulation: What Works and What Doesn’t.” Presented at the Great Lakes
Conference of Public Utility Commissioners, The Greenbrier, White Sulphur Springs,
West Virginia, July 11, 1989.

“New Proposals for Incentive Regulation in the Electric Utility Industry,” Chief]
Executives’ Forum, Key Largo, Florida, Sponsored by the First Boston Corporation
and Putnam, Hayes & Bartlett, Inc., February 9-12, 1989.

“Current Trends in Regulation and Some New Proposals to Alter Incentives in the Electric
Utility Industry,” Harvard Utility Forum Meeting, Cambridge, MA, February 1, 1989.
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“Some New Proposals to Introduce Incentive Tariffs in the Electric and Natural Gas
Industries,” Utility Discussion Group, Held by Putnam, Hayes & Bartlett, Inc., Capital
Hilton, Washington, D.C., January 5, 1989.

“Privatization in Developing Countries: Case Studies of Electricity in Turkey and
Pakistan,” EESIG Brown-Bag Lunch, December 14, 1988.

“Some New Proposals to Introduce Incentive Tariffs in the Electric and Natural Gas
Industries,” Harvard Utility Forum - Harvard Gas Forum Demand-Side
Bidding/Alternatives to Rate Base Regulation Workshop, Cambridge, MA, December
13, 1988.

“The March Towards a Competitive Gas Industry: Obligation to Serve, Incentive| -
Regulation, and Risk Allocation,” The Interstate Natural Gas Association of America
Seminar, Washington, D.C., December 2, 1988. '

“Pricing and Contracting Issues and Experience.” Presented at the AIT/ASEAN Senior
Executive Seminar, Hua Hin, Thailand, November 9-11, 1988.

“Meeting the Nation’s Future Electricity Needs: Cogeneration, Competition and
Conservation.” Presented at the 100™ Annual Convention and Regulatory Symposium
of the National Association of Regulatory Utility Commissioners, San Francisco,
California, November 2, 1988.

Speech before the New Dimensions in Pricing Electricity Conference of Niagara Mohawk
Power Corporation and the Electric Power Research Institute, “Cogeneration and
Competition”, Syracuse, New York, September 30, 1988.

Speech before the Second Annual Conference of the American Cogeneration Association,
“Cogeneration and Competition,” Chicago, Illinois, September 26, 1988.

Presentation before the American Bar Association Annual Meeting, Toronto, Ontario,
Canada, August 8, 1988.

Comments Before the American Bar Association First Annual Conference on Electricity
Law and Regulation, Denver, Colorado, April 7-8, 1988.

1 Speech at Inside F.ER.C.’s Eight Annual Conference, “After the Chaos: Gas Strategies

for the Long Term,” New Orleans, Louisiana, March 21-22, 1988.
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“Wholesale Electricity, Old Scar-Tissue: New Wounds Versus New Solutions,” before the
National Governors’ Association, Washington, D.C., December 10, 1987.

“U.S. Economic Regulation of Electricity,” with Miles Bidwell, NERA Seminar, London,
England, June 26, 1987.

“State Regulation in the Natural Gas Revolution,” presented at Proceeding of Gas Mart
’87, The First National Trade Fair for Natural Gas, sponsored by Natural Gas
Intelligence, Washington, D.C., May 3-5, 1987.

“Can Natural Gas Deregulation be a Model for the Electric Industry?” Speech given at
the First Rutgers/New Jersey Department of Commerce Annual Conference on Energy
Policy in the Middle Atlantic States, February 20, 1987 (also published in Energy
Deregulation and Economic Growth).

“Marketing Strategies for Natural Gas Distributors in the 1900s,” before the Gas Utility
Managers Conference Sponsored by the New England Gas Association, September 7-
9, 1986.

“Conservation and Cogeneration: The Utilities’ Friends or Foes?” with M. Berkman, S.
Curkendall and H. Parmesano, before the NERA Electric Utility Conference,
Scottsdale, Arizona, February 12-15, 1986.

“The Future Competitive Environment for Utilities,” remarks prepared for Dayton Power
& Light Company 1985 Interdivisional Meeting, December 9, 1985.

Presentation before the Ohio Electric Association, Cincinnati, Ohio, October 23, 1985.

“The FERC’s Recent Interest in Wheeling and Carriage,” co-authored by Robert D.
Obeiter, before the Ninth Annual News Media Seminar, Columbus, Ohio, and the
Third NARUC Electric Research and Development Seminar, St. Charles, Illinois,
October 22, 1985.

“The Regulatory World of Natural Gas: Are We Quitting the Game or Changing the
Rules?” before the Natural Gas Supply Association 1985 Annual Meeting, Miami,
Florida, October 10, 1985.

“Marginal Cost and Competition: Unbundling Natural Gas Carriage,” before the
Advanced Seminar in Gas Pricing Policies, Sponsored by the American Gas
Association, College Park, Maryland, October 8, 1985.

Professional Experience
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“Commingling Competition with Regulation: Closing the Circle or Quitting the Game,”
before the Iowa Investor-Owned Utilities Management Conference, Waterloo, Iowa,
October 7, 1985.

“The State Regulator in a Free Gas Market,” Comments Presented at a Conference
Sponsored by The Gas Daily, Chicago, Illinois, August 1985.

“Grafting Competition Onto Regulation: The Problems and The Promise,” before the
Jowa State Regulatory Conference, Ames, Iowa, May 1985.

“Comments Before The Workshop on Current Antitrust Issues in Public Utility Industries,
sponsored by the American Bar Association, Washington, D.C., March 1985.

“Yesterday, Today and Tomorrow,” Comments before the IEEE Winter Power Meeting,
New York, New York, February 5, 1985.

“Natural Gas: The Eggs Have Been Scrambled, Now What?” Before the National
Association for Regulatory Utility Commissioners Annual Meeting, Los Angeles,
California, November 1984.

“The Performance of the Regulation of Public Utilities in the U.S., “A NERA Seminar: Is
American-Style Regulation Appropriate to the UK?,” London, England, October 1984.

ADMINISTRATIVE AND CIVIL LITIGATION TESTIMONY SINCE 1980

Before the Illinois Commerce Commission, Sur-rebuttal Testimony of Charles J.
Cicchetti, Ph.D., on Behalf of Enbridge Pipelines (Illinois) LLC, Docket No. 07-0446,
May 21, 2008.

Before the North Carolina Utilities Commission, Direct Testimony of Charles J. Cicchetti,
Ph.D., In Re: Application of Duke Energy Carolinas, LLC for Approval of Save-a-
Watt Approach, Energy Efficiency Rider, and Portfolio of Energy Efficiency
Programs, Docket No. E-7, SUB 831, April 3, 2008.

Before the Illinois Commerce Commission, Reply Testimony of Charles J. Cicchetti,
Ph.D., on Behalf of Enbridge Pipelines (Illinois) LLC, Docket No. 07-0446, February
4, 2008.

In the United States District Court for the Central District of Illinois Springfield
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Division, Expert Report of Charles J. Cicchetti, Ph.D. on Behalf of Enbridge Pipelines
(1llinois) LLC, In re: Carlisle Kelly and Deanna Kelly v. Enbridge (US) Inc, January
22, 2008. .

Before the Public Service Commission of South Carolina, Rebuttal Testimony of

Charles J. Cicchetti for Duke Energy Carolinas, In re: Application of Duke Energy
Carolinas, LLC For Approval of Energy Efficiency Plan Including Energy Efficiency
Rider and Portfolio of Energy Efficiency Programs, January 2008.

Before the Public Utility Commission of Oregon, Declaration of Charles J.

Cicchetti and Jeffrey A. Dubin in Response to Wah Chang’s Renewed, Supplemental and
Alternative Motions to Compel Compliance with DR 203, In Wah Chang v
PacifiCorp, UM 1002, November 19, 2007.

Before the Public Utility Commission of Oregon, Declaration of Charles J. Cicchetti in
Support of PacifiCorp’s Post Hearing Brief, In Wah Chang v. PacifiCorp, UM 1002,
November 12, 2007.

Before the Illinois Commerce Commission, Testimony of Charles J. Cicchetti, Ph.D., On
Behalf of Enbridge Pipelines (Illinois) LLC, Docket No. 07-0446, October 5, 2007.

Before the Public Utility Commission for the State of Oregon, Supplemental Reply
Testimony of Charles J. Cicchetti, Ph.D. and Jeffrey A. Dubin, Ph.D., In Wah Chang
v. PacifiCorp, Docket No. UM 1002, July 31, 2007.

Before the Oregon Public Utility Commission, Reply Testimony of Charles J. Cicchetti,
Ph.D., In Wah Chang v. PacifiCorp, UM 1002, May 24, 2007.

Before the Superior Court of California County of Placer, Expert Report of Charles J.
Cicchetti, Ph.D., In People of The State of California, ex rel. Edmund G. Brown, Jr.,
Attorney General of California, State Air Resources Board and The Placer County Air
Pollution Control District v. Sierra Pacific Industries, Inc, No. SCV 17449, March 19,
2007.

Before the Illinois Commerce Commission, Expert Testimony of Charles J. Cicchetti,
Ph.D., On Behalf of Enbridge Energy Partners, L.P. and Enbridge Energy, Limited
Partnership, Docket No. 06-0470, December 21, 2006. '

Before the Alberta Energy and Utility Board, Expert Testimony of Charles J. Cicchetti,
Ph.D., In Support of The Direct Energy Regulated Services Default Rate Tariff and
Regulated Rate Tariff Application in 2007 and 2008, December15, 2006.
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24-




O 0 2 & W»n Hh W N -

NONONNN NN R e e e e e e e e
A hh HE W = O O 00NN AW - O

Before the United States Bankruptcy Court for the Southern District of New York, Expert
Report of Charles J. Cicchetti, Ph.D., in Enron Power Marketing , Inc. vs. Virginia
Electric and Power Co. d/b/a Dominion Virginia Power, Case No. 01-16034 (AJG),
November 6, 2006. '

Before the Alberta Energy and Utility Board, Expert Testimony of Charles J. Cicchetti,
Ph.D., In Support of The Enmax Energy Corporation Application for Approval of a
Regulated Rate Tariff (RRT) to take effect July 1, 2006, Pursuant to Section 103 of the
Electric Utilities Act and Section 23 of the Regulated Rate Option Regulation, April 4,
2006. '

Before the Alberta Energy and Utility Board, Expert Testimony of Charles J. Cicchetti,
Ph.D., In Support of The Direct Energy Regulated Services Application for Approval
of a Regulated Rate Tariff (RRT) to take effect July 1, 2006, Pursuant to Section 103
of the Electric Utilities Act and Section 26 of the Regulated Rate Option Regulation,
March 21, 2006.

Before the United States District Court of Idaho, Expert Report of Charles J. Cicchetti,
Ph.D. in Powerex Corp v. IDACORP Energy, L.P., Civil Case No.CV-04-441-S-EJL,
October 28, 2005.

Before the FERC, Prepared Reply Testimony of Charles J. Cicchetti, Ph.D., On behalf of
Idacorp Energy L.P. and Idaho Power Company, Docket No.EL00-95-147, EL00-98-
134, October 17, 2005.

Before the FERC, Prepared Reply Testimony of Charles J. Cicchetti, Ph.D., On behalf of
Avista Energy Inc., Docket No. EL 00-95-000, EL00-98-000, October 17, 2005.

Before the FERC, Prepared Supplemental Testimony of Charles J. Cicchetti, Ph.D., On
behalf of Avista Energy Inc., Docket No. EL00-95-000, EL00-98-000, September 30,
2005. _

Before the FERC, Prepared Testimony of Charles J. Cicchetti, Ph.D., On behalf of]
Idacorp Energy L.P. and Idaho Power Company, Docket No. EL00-95-000, EL00-98-
000, September 14, 2005.

Before the FERC, Prepared Testimony of Charles J. Cicchetti, Ph.D., On behalf of Avista
Energy Inc., Docket No. EL00-95-000, EL00-98-000, September 14, 2005.
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Expert Reply Report of Charles J. Cicchetti, Ph.D., In re Calpine Corporation Securities
Litigation, August 24, 2005.

Before the United States District Court, District of Nevada, Declaration of Charles J.
Cicchetti, Ph.D., In the Matter of the Nevada Power Company, v. El Paso Corporation,
No. CV-S-03-0875-RLH-RJJ, August 15, 2005.

Before the Florida Public Service Commission, Rebuttal Testimony of Charles J.
Cicchetti, Ph.D., on behalf of Progress Energy Florida, Docket No. 050078-El, August
5, 2005.

Before the United States District Court, District of Nevada, Expert Report of Charles J.
Cicchetti, Ph.D., In the Calpine Corporation Securities Litigation, Master File No.
C02-1200 SBA, August 3, 2005.

Before the State Assessment Review Board, State of Alaska, Report of Charles J.
Cicchetti, Ph.D., In the Matter of the Trans-Alaska Pipeline System, v. Oil and Gas
Property Tax (AS 43.46) 2005 Assessment Year, OAIl No. 05-0307-TAX, Appeal of|
Revenue Decisions, No. 05-56-12 & No. 05-56-13, May 9, 2005.

Before the Florida Public Service Commission, Direct Testimony of Charles J. Cicchetti,
Ph.D., on behalf of Progress Energy Florida, Review of Progress Energy Florida’s
Rate Case Filing, Docket No. 050078, Apnil 29, 2005.

Before the FERC, Direct Testimony of Charles J. Cicchetti, Ph.D., for Pepco Holdings,
Inc., Docket No. EC05-43-000, April 11, 2005. ‘

Before the United States District Court, District of Nevada, Reply of Charles J. Cicchetti,
Ph.D., To Reports of Brett Friedman and Craig Berg in Nevada Power Company, v. El
“Paso Corporation, et al., Civil Case No. CV-S-03-0875-RLH-RJJ, February 9, 2005.

Before the Court of Chancery of the State of Delaware, in and for New Castle County,
Report of Charles J. Cicchetti in VLIW Technology, L.L.C. v. Hewlett Packard
Company, and STMIICROELECTRONICS, Civil Case No. 20069-NC, January 21,
2005

Before the United States District Court, District of Nevada, Report of Charles J. Cicchetti,
Ph.D., in Nevada Power Company, v. El Paso Corporation, et al., Civil Case No. CV-
S-03-0875-RLH-RJJ, January 10, 2005.
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Before the FERC, Affidavit of Charles J. Cicchetti, Ph.D., to Comment on Order Granting
~ Motion and Requesting Comments in San Diego Gas & Electric Company, v. Sellers
Of Energy and Ancillary Service Into Markets Operated by the California Independent
System Operator Corporation And the California Power Exchange, Docket No. EL00-
95-045, EL00-98-042, January 10, 2005.

Before the Washington Utilities and Transportation Commission, Prefiled Rebuttal
Testimony of Charles J. Cicchetti, Ph.D., on behalf of Puget Sound Energy, Inc.,
Docket No. UE-04/UG-04, November 2004.

Before the United States District Court, District of New Hampshire. Expert Report of]
Charles J. Cicchetti, Ph.D., in Enterasys Networks, Inc., v. Gulf Insurance Company,
Civil Action No. 1:04-CV-27-SM, October 2004.

Before the National Energy Board, Direct Evidence of Charles J. Cicchetti, Ph.D., In the
Matter of TransCanada Pipelines, RH-3-2004, June 21, 2004.

Before the California Public Utilities Commission, Rebuttal Testimony of Charles J.
Cicchetti, Ph.D., on behalf of The Navajo Nation, Application No. 02-05-046, June
4,2004.

Before the California Public Utilities Commission, Superseding Testimony of Charles J.
Cicchetti, Ph.D., on behalf of The Navajo Nation, Application No. 02-05-046, May 14,
2004.

Before the California Public Utilities Commission, Reply Testimony of Charles J.
Cicchetti, Ph.D., on behalf of Cal-CLERA, Docket No. R03-10-003, May 7, 2004.

Before the California Public Utilities Commission, Prepared Testimony of Charles J.
Cicchetti, Ph.D., on behalf of Cal-CLERA and the City of Victorville, Docket No.
R03-10-003, April 15, 2004.

Before the Washington Utilities and Transportation Commission, Prefiled Direct
Testimony of Charles J. Cicchetti, Ph.D., on behalf of Puget Sound Energy, Inc.,
Docket No. UE-04/UG-04, April 5, 2004.

Before the FERC, Affidavit of Charles J. Cicchetti, Ph.D., for the Independent Energy
Producers, on Behalf of Mountainview Power, January 8, 2004.

On Behalf of VENCorp, Initial Report on Stage 1 Definition of Market Design Packages,
December 8, 2003.
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Before the Public Utilities Commission of the State of California, Prepared Rebuttal
Testimony of Charles J. Cicchetti, Ph.D., on behalf of The Navajo Nation, Application
No. 02-05-046, October 29, 2003.

Before the Public Utilities Commission of the State of California, Comments of Charles J.
Cicchetti, Ph.D., on behalf of The California Clean Energy Resources Authority (Cal-
CLERA), October 22, 2003.

Before the Public Utilities Commission of California, Prepared Direct Testimony of]
Charles J. Cicchetti, Ph.D., on behalf of The Navajo Nation, Application No. 02-5-
046, October 10, 2003.

Before the CPUC, Prepared Rebuttal Testimony of Charles J. Cicchetti, Ph.D., on behalf]
of the Independent Energy Producers Association, Docket No. A-03-03-032, October
6,2003.

Before the California Public Utilities Commission, Prepared Direct Testimony of Charles
J. Cicchetti, Ph.D., on behalf of the Independent Energy Producers Association (IEP),
Docket No. A.03-07-032, September 29, 2003.

Before the FERC, Testimony of Charles J. Cicchetti, Ph.D., on behalf of BP Energy,
Docket No. EL03-60-000, April 16, 2003.

Before the FERC, Testimony of Charles J. Cicchetti, Ph.D., on behalf of Idacorp Energy
L.P. and Idaho Power Company, Docket No. EL01-10-007, March 20, 2003.

Expert Report of Charles J. Cicchetti, Ph.D, In the Matter of Idacorp Energy L.P. v.
Overton Power District No. 5, CV OC 0107870D, March 4, 2003.

Before the FERC, Testimony of Charles J. Cicchetti, Ph.D, on Behalf of Avista Energy,
Inc., BP Energy Company, Idacorp Energy L.P., Puget Sound Energy Inc., TransAlta
Energy Marketing (U.S.) Inc., TransAlta Energy Marketing (California) Inc., and
TransCanada Energy, Ltd., Docket No. EL00-95-075, EL.00-98-063, March 3, 2003.

Before the FERC, Affidavit of Charles J. Cicchetti, Ph.D., to Comment on FERC Staff’s
Recommendations Related to Natural Gas Prices in California’s Electric Markets
During the Refund Period, Docket No. EL00-95-045, ELQO-98-042, October 14, 2002.

Before the American Arbitration Association, Expert Affidavit of Charles J. Cicchetti,
Ph.D., on behalf of Vulcan Geothermal Power Company, Del Ranch, L.P., and CE
Turbo LLC, October 2, 2002.
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Before the FERC, Prepared Reply Testimony of Charles J. Cicchetti, Ph.D., on Behalf of]
Avista and Accompanying Exhibits, Docket No. EL00-95-045, EL00-98-042, August
9, 2002.

Before the FERC, Prepared Rebuttal Testimony of Charles J. Cicchetti, Ph.D., Issues II
and I1I, Docket No. EL00-95-045, EL00-98-042, July 26, 2002.

Before the FERC, Prepared Responsive Testimony of Charles J. Cicchetti, Ph.D., Issues 11
and 111, Docket No. EL00-95-045, EL00-98-042, July 3, 2002.

Before the Subcommittee on Energy Policy, Natural Resources and Regulatory Affairs,
Comments in the Matter of “California’s Electricity Markets: The Case of Enron and
Perot Systems,” on behalf of Perot Systems Corporation, July 22, 2002.

Before the Arizona Corporation Commission, Rebuttal Testimony on behalf of Arizona
Public Service Company, Docket No. E-OOOOOA-OZ-OOSI_, et al., June 11, 2002.

Before the Alberta Energy and Utilities Board, In the Matter of An Application By NOVA
Gas Transmission Ltd. For Fort Saskatchewan Extension & Scotford Sales Meter
Station & Josephburg Sales Meter Station & Astotin Sales Meter Station,
Supplemental Evidence of Charles J. Cicchetti, Ph.D., May 7, 2002.

Before the United States District Court for the Western District of Wisconsin, Second
Affidavit in Support of Plaintiffs’ Motion for Summary Judgment and in Opposition to
Defendants’ Motion For Summary Judgment on behalf of Alliant Energy Corporation
and Wisconsin Power and Light Corporation, Docket No. 00-C-0611-S, April 23,
2002.

Before the Arizona Corporation Commission, Rebuttal Testimony on behalf of Arizona
Public Service Company, Docket No. E-01345A-01-0822, April 22, 2002.

Before the Alberta Energy Board, In the Matter of An Application by NOVA Gas
Transmission Ltd. for Fort Saskatchewan Extension & Scotford Sales Meter Station &
Josephburg Sales Meter Station & Astotin Sales Meter Station, Evidence of Charles J.
Cicchetti, Ph.D., March 26, 2002.

Before the United States District Court for the Western District of Wisconsin, Expert
Affidavit on behalf of Alliant Energy Corporation and Wisconsin Power and Light
Corporation, Docket No. 00-C-0611-S, February 12, 2002.
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Before the Florida Public Service Commission, Rebuttal Testimony on behalf of Florida
Power Corporation, Docket No. 000824-EI, February 11, 2002.

Before the Federal Energy Regulatory Commission, Prepared Supplemental Testimony of]
Charles J. Cicchetti, Ph.D., on behalf of Avista Energy Inc., BP Energy Company,
Coral Power, LLC, IDACORP Energy, LP, Puget Sound Energy and Sempra Energy
Trading Corp (Competitive Supplier Group), Docket No. EL00-95-045 — EL00-98-
042, January 31, 2002.

Deposition testimony on behalf of Competitive Suppliers Group, Docket Nos. EL00-95-
045 and EL00-98-042, November 28, 2001.

Before the Federal Energy Regulatory Commission, Issue 1 Prepared Testimony of
Charles J. Cicchetti, Ph.D., on behalf of the Competitive Suppliers Group (Cal
Refund), Docket No. EL00-95-045 — EL00-98-042, November 6, 2001.

Before the Florida Public Service Commission, Direct Testimony on behalf of Florida
Power Corporation, Docket No. 000824-EI, September 14, 2001.

Before the Federal Energy Regulatory Commission, prepared Direct Testimony and
Exhibits on behalf of Idacorp Energy, L.P., Docket Nos. EL01-10-000 and ELO1-10-
001, August 27, 2001.

Before the State Corporation Commission of the State of Kansas, Rebuttal Testimony on
behalf of Western Resources, Inc., Docket No. 01-WRSE-949-GIE, June 2001.

Before the State Corporation Commission of the State of Kansas, Direct Testimony on
behalf of Western Resources, Inc., Docket No. 01-WRSE-949-GIE, June 2001.

Before the State Corporation Commission of the State of Kansas, Surrebuttal Testimony
on behalf of Western Resources, Inc., Docket No. 01-WRSE-436-RTS, May 2001.

Before the State Corporation Commission of the State of Kansas, Rebuttal Testimony on
behalf of Western Resources, Inc., Docket No. 01-WRSE-436-RTS, April 2001.

Before the United States District Court for the Westemn District of Wisconsin, Expert

Affidavit on behalf of Alliant Energy Corporation and Wisconsin Power and Light
Corporation, No. 00-C-0611-S, February 1, 2001.
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*Trial testimony on behalf of KN Energy of KN Energy vs. Cities of Alliance, District
Court of Lancaster County, Nebraska, Case Nos. CI 00:1309, CI 00:1310, CI 00:1311,
CI 00:1312 (Consolidated), January 22, 2001.

Before the State Corporation Commission of the State of Kansas, Direct Testimony on
behalf of Western Resources, Inc., Docket No. 01-WRSE-436-RTS, January 2001.

*Deposition testimony on behalf of Tosco Corporation of Tosco Corporation vs. The Los
Angeles Water and Power, County of Los Angeles Superior Court Case No. BC
215396, January 17, 2001.

*Deposition testimony on behalf of KN Energy of KN Energy vs. Cities of Alliance,
District Court of Lancaster County, Nebraska, Case Nos. CI 00:1309, CI 00:1310, CI
00:1311, CI 00:1312 (Consolidated), November 1, 2000.

*Before the United States District Court for the Central District of California, Affidavit in
the Matter of United States of America v. Montrose Chemical Corporation of
California, et.al., Civil Action No. CV 90 3122-R, 21 August 2000.

Before the Federal Energy Regulatory Commission, Affidavit on behalf of Entergy Power
Marketing Corp. and Koch Energy Trading, Inc., Docket No. EC00-106, 20 June
2000.

Before the Federal Energy Regulatory Commission, Affidavit on behalf of Western
Resources, Inc., Docket No. ER00-00-000, 28 Apnl 2000.

*Before the United States District Court for the Central District of California, Expert
Report in the Matter of United States of America v. Montrose Chemical Corporation
of California, et.al., Civil Action No. CV 90 3122-AAH (JRx), 15 April 2000.

Before the Public Service Commission of Florida, Intervenor Testimony on behalf of]
Florida Power Corporation, Docket No. 991462, 7 March 2000.

Before the Public Service Commission of Wisconsin, Direct Testimony on behalf of ANR
Pipeline Company, Docket No. 6650-CG-194, 6 March 2000.

Before the Federal Energy Regulatory Commission, Rebuttal Testimony on behalf off
Duke Energy South Bay, LLC, Docket Nos. ER98-496-000 and ER98-2160-000, 1
March 2000.

* Civil litigation testimony.
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 Before the Federal Energy Regulatory Commission, Affidavit on behalf of ANR Pipeline

Company, Docket Nos. CP00-36-000, CP00-37-000, and CP00-38-000, 28 December
1999. ‘

Before the Federal Energy Regulatory Commission, Direct Testimony on behalf of Duke
Energy South Bay, LLC, Docket Nos. ER98-496-000 and ER98-2160-000, 22
. December 1999.

*Deposition testimony on behalf of Raybestos-Manhattan of Whiteley vs. Raybestos-
Manhattan, County of San Francisco Superior Court Case No. 303184, November 30,
1999.

Before the Public Service Commission of Wisconsin, Rebuttal Testimony on behalf of]
Alliant Energy Corporation, Docket Nos. 9403-YI-100 and 6680-UM-100, 23
September 1999.

*Deposition testimony on behalf of F&M Trust of In Re: The Conservatorship of Leroy
and Estelle Strader, Los Angeles County Superior Court. September 8 and 9, 1999.

Before the Public Service Commission of Wisconsin, Direct Testimony on behalf of]
Alliant Energy Corporation, Docket Nos. 9403-YI-100 and 6680-UM-100, 1 July
1999.

Before the Public Service Commission of the State of Missouri, Surrebuttal Testimony on
behalf of Western Resources, Inc. and Kansas City Power & Light, Case No. EM-97-
515, 10 June 1999.

Before the State Corporation Commission of the State of Kansas, Rebuttal Testimony on
behalf of Western Resources, Inc., Docket No. 97-WSRE-676-MER, 18 March 1999.

Before the Federal Energy Regulatory Commission, Affidavit on behalf of Duke Energy
South Bay LLC, Docket No. ER98-496-000 and ER98-2160-000, February 1999.

Before the Georgia Public Service Commission, Rebuttal Testimony on behalf of Georgia
Power Company, GPSC Docket No. 9355-U, 27 October 1998.

Before the Public Service Commission of the State of Missouri, Direct Testimony on
behalf of Western Resources, Inc. and Kansas City Power & Light Company, Case
No. EM-97-515, Volume III, June 1998.
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- Before the Federal Energy Regulatory Commission, Testimony on behalf of Wisconsin

Before the State Corporation Commission of the State of Kansas, Direct Testimony on
behalf of Western Resources, Inc., Docket No. 97-WSRE-676-MER, 17 June 1998.

Before the Georgia Public Service Commission, Direct Testimony on behalf of Georgia
Power Company, GPSC Docket No. 9355-U, 3 June 1998.

Before the Federal Energy Regulatory Commission, Direct Testimony on behalf of Duke
Energy, Docket No. ER98-496-000 and ER98-2160-000 24 April 1998.

Before the Public Service Commission of Wisconsin, Surrebuttal Testimony on behalf of]
Wisconsin Electric Power Company, Docket No. 05-BE-100, __ March 1998.

Before the Public Service Commission of Wisconsin, Rebuttal Testimony on behalf of
Wisconsin Electric Power Company, Docket No. 05-BE-100, 23 March 1998.

Before the Public Service Commission of Wisconsin, Testimony on behalf of Wisconsin
Electric Power Company, Docket No. 05-BE-100, 9 March 1998.

Before the Pennsylvania Public Utilities Commission, Rebuttal Testimony on behalf of]|
Pennsylvania Power Company, Docket No. R-00974149, 19 February 1998.

Before the State Corporation Commission of Kansas, Prepared Statement on behalf of]
Western Resources, Inc., 28 October 1997

Energy Corporation and ESELCO, Inc., Docket No. EC97-___ -000, 22 October 1997.

Before the Pennsylvania Public Utilities Commission, Direct Testimony on behalf of]
Pennsylvania Power Company, Docket No. R-00974149, 26 September 1997.

Before the Public Utilities Commission of the State of California, Testimony on behalf of]
Southern California Edison Company, Docket No. U-338-E, September 15, 1997.

*Expert Report in the Matter of Atlantic Richfield Company v. Darwin Smallwood, et.al.,
Civil Action No. 95-Z-1767, June 16, 1997.

Before the Federal Energy Regulatory Commission, Affidavit on behalf of The Power
Company of America, L.P., Docket No. ER95-111-000, November 1, 1996.
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Before the Public Service Commission of Wisconsin, Rebuttal Testimony on behalf of
Wisconsin Energy Corporation, Wisconsin Electric Power Company, et.al
(Applicants), Docket Nos. 6630-UM-100, 4220-UM-101, October 23, 1996.

Before the Public Utilities Commission of the State of California, Rebuttal Testimony on
behalf of Pacific Telesis Group, No. 96-04-038, October 15,.1996.

Before the Commonwealth of Massachusetts Department of Public Utilities, Rebuttal
Testimony on behalf of Boston Gas Company, Docket No. D.P.U. 96-50, Exhibit
BGC-117, August 16, 1996.

Before the State Corporation Commission of the State of Kansas, Supplemental Direct
Testimony on behalf of Western Resources, Inc. and Kansas Gas and Electric, Docket
Nos. 193,306-U and 193,307-U, July 11, 1996.

Before the Federal Energy Regulatory Commission, Prepared Rebuttal Testimony on
behalf of Koch Gateway, Docket No. RP95-362-000, June 18, 1996.

Before the Federal Energy Regulatory Commission, Rebuttal Testimony on behalf of]
Wisconsin Electric Power Company, Northern States Power Company (Minnesota and
Wisconsin), and Cenerprise, Docket Nos. EC95-16-000, ER95-1357-000, and ER95-
1358-000, May 28, 1996.

*Before the United States District Court for the Western District of Missouri, Western
Division, Expert Rebuttal Affidavit on behalf of Western Resources, Inc., No. 94-
0509-CV-W-1, March 8, 1996.

Before the New Mexico Public Utility Commission, Direct Testimony on behalf of]
Southwestern Public Service Company, Case No. , November 1995.

Before the State Corporation Commission of the State of Kansas, Direct Testimony on
behalf of Kansas Gas and Electric Company, August 11, 1995.

Before the Federal Energy Regulatory Commission, Direct Testimony on behalf of Koch
Gateway Pipeline Company, Docket No. RP-95- -000, June 28, 1995.

*Before the United States District Court for the Western District of Missouri, Western
Division, Expert Affidavit on behalf of Western Resources, Inc., No. 94-0509-CV-W-
1, June 15, 1995.
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*Before the United States District Court for the Central District of California, Affidavit on
behalf of Montrose Chemical Corporation of California, et.al., No. CV90-3122-AAH
(JRx), March 1, 1995.

Before the National Energy Board of Canada, Evidence in the Matter of Fort St. John and
Grizzly Valley Expansion Projects, British Columbia Gas, January 1995.

Before the Federal Energy Regulatory Commission, Rebuttal Comments in the Matter of]
Pricing Policy for New and Existing Facilities Constructed by Interstate Natural Gas
Pipelines on behalf of Cascade Natural Gas Corporation, et.al., Docket No. PL94-4-
000, December 5, 1994.

Before the Federal Energy Regulatory Commission, Comments Related to Pricing Policy
for New and Existing Facilities Constructed by Interstate Natural Gas Pipelines on
behalf of Cascade Natural Gas Corporation, LFC Gas Company, Northwest Natural
Gas Company, and Washington Natural Gas Company, Docket No. PL94-4-000,
November 4, 1994. ‘

Affidavit on behalf of Barr Devlin, October 1994.

Before the Federal Energy Regulatory Commission, Comments and Responses Related to
Pricing Policy for New and Existing Facilities Constructed by Interstate Natural Gas
Pipelines on behalf of Cascade Natural Gas Corporation, LFC Gas Company,
Northwest Natural Gas Company, and Washington Natural Gas Company, Docket No.
PL94-4-000, September 26, 1994

Before the Federal Energy Regulatory Commission, Statement on behalf of Buckeye Pipe
Line Company, L.P., Docket Nos. OR94-6-000 and 1S87-14-000, February 22, 1994.

Before the Federal Energy Regulatory Commission, Surrebuttal Testimony on behalf of]
Koch Gateway Pipeline Company, Docket No. RP93-205-000, November 29, 1993

Before the Federal Energy Regulatory Commission, Direct Testimony on behalf of Koch
Gateway Pipeline Company, Docket No. RP93-205-000, September 30, 1993.

Before the Indiana Utility Regulatory Commission, Direct Testimony on behalf of PSI
Energy, Inc., Cause Nos. 39646, 39584-S1, June 23, 1993.

Before the Minnesota Public Utilities Commission, Rebuttal Testimony on behalf of]
Northern States Power Company, Docket Nos. E002/GR-92-1185, G002/GR-92-1186,
March 23, 1993. :
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Before the State of Maine Public Utilities Commission, Direct Testimony on behalf of]
Central Maine Power, Docket No. 90-085-A, January 7, 1993.

Before the Pennsylvania Public Utility Commission, Rebuttal Testimony on behalf of]
Pennsylvania Gas and Water Company, Docket No. R-22482, March 9, 1993.

Before the Federal Energy Regulatory Commission, Affidavit regarding Order 636-A
Compliance Filing Proposed Restructuring on behalf of United Gas Pipe Line
Company, Docket No. RS92-26-000, October 29, 1992.

Before the National Oceanic and Atmospheric Administration, Comments on the Advance
* Notice of Proposed Rulemaking (57 Federal Register 8964) of Natural Resource
Damage Assessment Regulations (Oil Pollution Act, Section 1006), October 1, 1992.

Before the Federal Energy Regulatory Commission, Rebuftal and Cross Answering
Testimony on behalf of Exxon Pipeline Company, Docket Nos. 1S92-3-000, et.al.,
August 10, 1992.

*Before The United States District Court for the District of Utah. Testimony on behalf of]
Kennecott Corporation, Docket No. 86-C-902C, March 26, 1992.

Before the Arizona Corporation Commission Task Force on Externalities, Comments in
Response to Shortcomings and Pitfalls in Attempts to Incorporate Environmental
Externalities into Electric Utility Least-cost Planning, Docket No. U-000-92-035,
March 20, 1992.

Before the Federal Energy Regulatory Commission, Rebuttal Testimony on behalf of]
Texas Eastern Transmission Corporation, Docket Nos. CP90-2154-000, RP85-177-
008, RP88-67-039, et.al., RP90--119-001, et.al., RP91-4-000, RP91-119, and RP90-
15-000, January 30, 1992.

*Before the American Arbitration Association, Testimony on behalf of Hard Rock Cafe
International, January 22, 1992.

Before the Federal Energy Regulatory Commission, Rebuttal Testimony on behalf of]
Washington Gas Light Company, Docket Nos. RP90-108-000, et.al., RP90-107-000,
January 17, 1992.

Before the Federal Energy Regulatory Commission, Comments in Response to Notice of]
Proposed Rulemaking on behalf of United Gas Pipe Line Company, Docket No.
RM92-11-000, October 15, 1991.
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Before the Federal Energy Regulatory Commission, Direct Testimony on behalf of
Washington Gas Light Company, Docket Nos. RP91-82-000, et.al., August 27, 1991.

*Before the Department of Interior, Comments on Notice of Proposed Rulemaking for
Natural Resource Damage Assessment Regulations, Type B Rule (43 CFR Part 11),
July 12, 1991.

Before the Arizona Corporation CommiSsion, Rejoinder Testimony on behalf of Arizona
Public Service Company, Docket Nos. U-1345-90-007 and U-1345-89-162, June 18,
1991. ‘

Before the Federal Energy Regulatory Commission, Comments submitted in Response to
Notice of Public Conference and Request for Comments on Electricity Issues, Docket
No. PL91-1-000, June 10, 1991.

Before the Arizona Corporation Commission, Rebuttal Testimony on behalf of Arizona
Public Service Company, Phase II, Docket Nos. U-1345-90-007 and U-1345-89-162,
May 3, 1991.

Before the Federal Energy Regulatory Commission, Direct Testimony on behalf of United
Gas Pipe Line Company, Docket Nos. RP91-126-000, CP91-1669-000, CP91-1670-
000, CP91-1671-000, CP91-1672-000, and CP91-1673-000, April 15, 1991.

*Before the Massachusetts Appellate Tax Board, Analysis of the Fair Market Value of]
Boston Edison's Mystic Generating Station, Prepared for Boston Edison Company,
December 10, 1990.

Before the Arizona Corporation Commission, Rebuttal Testimony on behalf of Arizona
Public Service Company, Docket No. U-0000-90-088, November 26, 1990.

Before the State of Maine Public Utilities Commission, Rebuttal Testimony and Exhibits
on behalf of Central Maine Power, Docket No. 90-076, November 16, 1990.

Before the State Corporation Commission of Virginia, Direct Testimony on behalf of
Historic Manassas, Inc., SCC Case No. PUE 890057, VEPCO Application 154,
November 2, 1990.

Before the Iowa Utilities Board, Comments Prepared at the Request of lowa Electric Light
and Power Company on Iowa's Proposed Rulemaking Related to Utility Energy
Efficiency Programs, Docket No. RMU90-27, October 15, 1990.
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Before the Arkansas Public Service Commission, Testimony on behalf of Arkla, Inc.,
Docket no. 90-036-U, August 31, 1990.

Before the Federal Energy Regulatory Commission, Rebuttal Testimony on behalf of]
Northeast Utilities Service Company, Docket Nos. EC90-10-000, ER90-143-000,
ER90-144-000, ER90-145-000 and EL90-9-000, July 20, 1990.

Béfore the Illinois Commerce Commission, Testimony on behalf of Commonwealth
Edison, Docket No. 90-0169, July 17, 1990.

Before the Federal Energy Regulatory Commission, Rebuttal Testimony on behalf of New
York State Customer Group (Niagara Mohawk Power Corporation; Rochester Gas &
Electric Corporation; New York State Electric & Gas Corporation), Docket Nos.
RP88-211-000, RP88-10-000, RP90-27-000, June 1, 1990.

Before the Federal Energy Regulatory Commission, Statement on behalf of Public Service
Company of Indiana, Docket Nos. ER89-672-000, February 15, 1990.

Before the Federal Energy Regulatory Commission, Prepared Direct Testimony submitted
on behalf of The New York State Customer Group, which includes Niagara Mohawk
Power Corporation, Rochester Gas and Electric Corporation and New York State
Electric & Gas Corporation, Docket Nos. RP88-211-000, RP88-10-000, RP88-215-
000 and RP90-27-000, January 23, 1990.

Before the Arkansas Public Service Commission, Rebuttal Testimony on behalf of
Arkansas Power & Light Company, Docket No. 89-128-U, January 12, 1990.

Before the Federal Energy Regulatory Commission, Prepared Answering Testimony
Sponsored by Texas Eastern Transmission Corporation, Docket Nos. RP88-67-000
and RP88-81-000, January 10, 1990.

*Before the U.S. Department of Interior, Comments on the U.S. Department of Interior's
Advanced Notice of Proposed Rulemaking re: Natural Resource Damage Assessments
(43 CFR Part 11), November 13, 1989.

Before the Senate Committee on Energy and Natural Resources, Prepared Statement
related to the Demand-Side Provisions of the Public Utility Regulatory Policies Act of]
1978 (PURPA) Contained in Subtitle B of Title IIl of S-324, The National Energy
Policy Act of 1989, November 7, 1989.
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1 | Before the Federal Energy Regulatory Commission, Comments on the Federal Energy
5 Regulatory Commission's Proposed Policy Statement on Gas Inventory Charges,
Docket No. PL89-10999, July 1989.
3 ;
Before the Public Utilities Commission of Texas, Direct Testimony on behalf of Enron-
4 Dominion Cogen Corporation, Docket No. 8636, June 12, 1989.
5
Before the Maine Public Utilities Commission, Direct Testimony on behalf of Central
6 Maine Power Company, Docket No. 88-310, March 1, 1989.
7 Before the Public Utilities Commission of Ohio, Comments Submitted on behalf of]
8 Dayton Power and Light Company, In the Matter of the Revision and Promulgation of]
Rules for Long Term Forecast reports and Integrated Resource Plans of Electric Light
9 Companies, Case no. 88-816-EL-OR, November 21, 1988.
10 . .

‘| Before the Federal Energy Regulatory Commission, Comments of the Energy and
11 Environmental Policy Center, RE: Regulations Governing Independent Power
1 Producers, Docket No. RM88-4-000, July 18, 1988.

13 | Before the Federal Energy Regulatory Commission, Comments of the Energy and

Environmental Policy Center, RE: Regulations Governing Bidding Programs, Docket
14 No. RM88-5-000, July 18, 1988,
15 Before the Federal Energy Regulatory Commission, Comments of the Energy and
16 Environmental Policy Center, Re: Administrative Determination of Full Avoided

Costs, Sales of Power to Qualifying Facilities, and Interconnection Facilities, Docket
17 No. RM88-66-000, July 18, 1988.
18

Before the Maine Public Utilities Commission, Testimony on behalf of Central Maine

19 Power Company, Docket No. 88-111, June 22, 1988.
20 Before the Federal Energy Regulatory Commission, Comments of the Energy and
21 Environmental Policy Center, Re: Brokering of Interstate Natural Gas Pipeline|
2 Capacity, Docket No. RM88-13-000, June 17, 1988.
23 | Before the Federal Energy Regulatory Commission, Comments of the Energy and

Environmental Policy Center, Re: Administrative Determination of Full Avoided
24 Costs, Sales of Power to Qualifying Facilities, and Interconnection Facilities, Docket
25 No. RM88-6-000, June 16, 1988.
26
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Before the Federal Energy Regulatory Commission, Rebuttal Testimony on behalf of|
Public Service Company of New Mexico, April 12, 1988.

Before the Federal Energy Regulatory Commission, Oral Comments, Re: Order No. 500,
Docket No. RM87-34-000 et.al., March, 1988.

Before the Federal Energy Regulatory Commission, Statement on behalf of Transwestern
Pipeline Company, Docket No. CP88-143-000, March, 1988.

Before the Ontario Energy Board, Testimony on behalf of ICG Utilities (Ontario) LTD,
The 1987 Amended Gas Pricing Agreement, E.B.R.O. 411-III et.al., November, 1987.

Before the New Hampshire Public Utility Commission, Technical Statement on behalf of}
Public Service Company of New Hampshire, Filing of special Contract No. NHPUC-
54 Between Nashua Corporation and Public Service Company of New Hampshire,
October 30, 1987.

Before the Federal Energy Regulatory Commission, Statement on behalf of Arkla, Inc.,
included as an exhibit in Arkla, Inc.'s Comments on Notice of Proposed Rulemaking,
Docket No. RM87-34-000, October 13, 1987.

Before the Pennsylvania Public Utility Commission, Rebuttal Testimony on behalf of]
West Penn Power Company, Docket No. R-850220, September 28, 1987.

Before the Public Sérvice Commission of New York, Prepared Rebuttal Testimony on
behalf of National Fuel Gas Distribution Company, September 14, 1987.

Before the New Hampshire Public Utilities Commission, Prefiled Direct Testimony on
behalf of Public Service Company of New Hampshire, Docket No. DR87-151, August
28, 1987.

Before the Pennsylvania Public Utility Commission, Direct Testimony on behalf of West
Penn Power Company, Docket No. R-850220, Reconsideration, July 27, 1987.

Before the Commonwealth of Massachusetts Department of Public Utilities, Statement on
behalf of Boston Edison Company, Docket Nos. 86-36, June 12, 1987.

Before the State of Illinois Commerce Commission, Rebuttal Testimony on behalf of]
Commonwealth Edison Company, Docket Nos. 87-0043, 87-0044, 8700096, May 4,
1987.

Professional Experience
-40-




b

O o0 3 N b WN

NN NN N NN /= = e e e e e e
O\M-&uNl—iO\OOO\IO\‘J\-hWNV—‘O

Before the Federal Energy Regulatory Commission, Comments on behalf of Tennessee
Gas Pipeline Company, In the Matter of Iroquois Gas Transmission System, Docket
No. CP86-523-001, March 9, 1987.

Before the New Hampshire Public Utility Commission, Direct Testimony on behalf of]
Public Service Company of New Hampshire, NHPUC Docket No. DR86-122, March
3, 1987.

Before the Federal Energy Regulatory Commission, Comments on behalf of Transwestern
Pipeline Company, In the Matter of Notice of Inquiry into alleged anticompetitive
Practices Related to Marketing Affiliates of Interstate Pipelines, Docket No. RM87-5-
000, December 29, 1986. '

Before the Maine Public Utilities Commission, Testimony on behalf of Central Maine
Power Company, Docket No. 86-215, Re: Proposed Amendments to Chapter 36,
December 18, 1986.

Before the Utah Public Service Commission, Surrebuttal Testimony on behalf of NUCOR
Steel Corporation, In the Matter of the Investigation of Cost of Service Issues for Utah
Power & Light Company, Case No. 85-035-06, December 5, 1986.

Before the Public Service Commission of New York, Prepared Direct Testimony on
behalf of National Fuel Gas Distribution Corporation, Case Nos. 38947 and 28954,
November 21, 1986.

Before the Federal Energy Regulatory Commission, Prepared Rebuttal Testimony on
behalf of Transwestern Pipeline Company, Docket No. RP86-126, November 13,
1986.

Before the Federal Energy Regulatory Commission, Prepared Cross-Answering
Testimony on behalf of Members of the New England Customer Group, Docket No.
RP86-119, October 28, 1986.

Before the Federal Energy Regulatory Commission, Prepared Testimony on behalf of
Members of the New England Customer Group, Docket No. RP86-119, October 14,
1986.

Before the Utah Public Service Commission, Rebuttal Testimony on behalf of NUCOR
Steel Corporation, Docket No. 85-035-04, September 30, 1986.
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Before the State of New Jersey Department of Energy, Board of Public Utilities, Rebuttal
Testimony on behalf of Elizabethtown Gas Company, September, 1986.

Before the State of Illinois Commerce Commission, Testimony on behalf of
Commonwealth Edison Company, Docket No. 86-0249, August 25, 1986.

Before the Public Utilities Commission of Ohio, Rebuttal Testimony on behalf of Ohio
Power Company, Case No. 85-726-EL-AIR, April, 1986.

Before the State of New Jersey Department on Energy, Board of Public Utilities,
Testimony on behalf of Elizabethtown Gas Company, Docket No. 8112-1039, March,
1986.

Before the Maine Public Utilities Commission, Rebuttal Testimony on behalf of Central
Maine Power Company, Docket No. 85-132, March, 1986.

Before the Federal Energy Regulatory Commission, Comments on behalf of National
Economic Research Associates, Inc., Notice of Inquiry Re: Regulation of Electricity
Sales-for-Resale and Transmission Service, 18 C.F.R. Parts 35 and 290, Issued June
28, 1985, Docket No. RM85-17-000 (Phase II), January 23, 1986.

Before the Alaska Public Utilities Commission, Rebuttal Testimony on behalf of Seagull,
Enstar Corporation, and Enstar Natural Gas Company, U-84-67, December, 1985.

Before the Virginia State Corporation Commission, Rebuttal Testimony on behalf of
Dominion Resources, Inc. and Virginia Electric and Power Company, Case No. PUE
830060, November 26, 1985.

Before the Federal Energy Regulatory Commission, Comments on behalf of National
Economic Research Associates, Inc., Notice Requesting Supplemental Comments Re:
Regulation of Natural Gas Pipeline After Partial Wellhead Decontrol, Docket No.
RM85-1-000 (Part D), November 18, 1985.

Before the Public Service Commission of Wisconsin, Rebuttal Testimony on behalf of|
Eastern Wisconsin Utilities, Docket No. 05-EP-4, November, 1985.

Before the Federal Energy Regulatory Commission, Oral Comments on behalf of National
Economic Research Associates, Inc., Notice of Inquiry Re: Regulation of Electricity
Sales-for-Resale and Transmission Services (Phase I), Docket No. RM85-17-000,
August 9, 1985.
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Before the Maine Public Utilities Commission, Direct Testimony on behalf of Central
Maine Power Company, Docket No. 85-132, August, 1985.

Before the Public Utilities Commission of Ohio, Direct Testimony on behalf of Ohio
Power Company, Docket No. 85-726-EL-AIR, July, 1985.

Before the House Subcommittee on Energy Conservation and Power of the Committee on
~ Energy and Commerce, Comments on Hydroelectric Relicensing, June 5, 1985.

Before the Public Service Commission of Wisconsin, Direct Testimony on behalf of]
Wisconsin Gas Company, Docket Nos. 05-UI-18 and 6650-DR-2, June, 1985.

Before the Ontario Energy Board, Testimony on behalf of Unicorp of Canada
Corporation, In the Matter of Union Enterprises Ltd. and Unicorp of Canada Utilities
Corporation, E.B.R.L.G. 28, Exhibit 10.4, April, 1985.

Before the Utah Public Utilities Commission, Testimony on behalf of NUCOR Steel,
Docket No. 84-035-01 (Rate Spread Phase), January, 1985.

Before the Nuclear Regulatory Commission, Affidavit of Charles J. Cicchetti on behalf of
Alabama Power Company, October, 1984.

Before the Federal Energy Regulatory Commission, Prepared Direct Testimony on behalf]
of Consolidated Gas Supply Corporation, Application of Consolidated Gas Supply
Corporation for Rate Relief, Docket No. RP82-115, April, 1984.

Before the Public Utilities Commission of Ohio, Rebuttal Testimony on behalf of East
Ohio Gas Company, et.al., In the Matter of the Investigation into Long Term Solutions

Concerning Disconnection of Gas and Electric Service During Winter Emergencies,
Case No. 83-303-GE-COI, March, 1984.

Before the Federal Energy Regulatory Commission, Testimony on behalf of Florida
Power and Light Company, Docket Nos. ER82-793 and EL83-24, February, 1984.

Before the Public Utilities Commission of Ohio, Direct Testimony on behalf of East Ohio
Gas Company, et.al., In the Matter of the Investigation into Long Term Solutions

Conceming Disconnection of Gas and Electric Service During Winter Emergencies,
Case No. 83-303-COl, January, 1984.
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Before the Federal Energy Regulatory Commission, Supplemental Direct Testimony on
behalf of Consolidated Gas Supply Corporation, Docket No. RP81-80, September,
1983.

Before the Arkansas Public Service Commission, Direct Testimony on behalf of Arkansas
Louisiana Gas Company, Docket No. 83-161-U, August, 1983.

Before the New Mexico Public Service Commission, Testimony on behalf of Public
Service Company of New Mexico, Case No. 1811, July 17, 1983.
Before the Federal Communications Commission, Rebuttal Case Testimony on behalf of|

Interstate Mobile Phone Company, in American Mobile Commission of Washington
and Oregon, CC Docket No. 83-445, June, 1983.

Before the Public Service Commission of Indiana, Prepared Rebuttal Testimony on behalf]
of Northern Indiana Public Service Company, Case No. 37023, May, 1983.

Before the Public Service Commission of New York, Testimony on behalf of the
Industrial Energy Users Association, in Procedure to Inquire into the Benefits to
Ratepavers and Utilities from Implementation of Conservation Programs that will
Reduce Electric Use, Case No. 28223, May, 1983.

Before the Public Utilities Commission of Maryland, Testimony on behalf of the Mid-
Atlantic Petroleum Distributors Association, the Oil Heat Association of Washington,
and Steuart Petroleum Company, Case No. 7649, May, 1983.

Before the Connecticut Department of Public Utility Control, Testimony on behalf of the
Independent Petroleum Association, Docket No. 83-01-01, April, 1983.

Before the State Corporation Commission of Virginia, Testimony on behalf of the Mid-
Atlantic Petroleum Distributors Association, the Oil Heat Association of Washington,
and Steuart Petroleum Company, Case No. PUE 830008, March, 1983.

Before the Federal Energy Regulatory Commission, Rebuttal Testimony on behalf of
Arkansas Louisiana Gas Company, Docket Nos. RP82-75-000 et.al., February 1983.

Before the Federal Communications Commission, Rebuttal Case Testimony on behalf of]
Interstate Mobile Phone Company, in American Mobile Communications of|
Washington and Oregon, CC Docket No. 83-3, February, 1983. '
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1| *Before the Department of Health and Social Services, Testimony on behalf of Madison
5 General Hospital, In Application for Certificate of Need for Open Heart Surgery, CON
82-026, November, 1982.
3
Before the Federal Energy Regulatory Commission, Prepared Testimony on behalf of]
4 Consolidated Gas Supply Corporation, in Application of Consolidated Gas Supply
5 Corporation for Rate Relief, Docket No. RP82-115, July, 1982.
6 | Before the Federal Energy Regulatory Commission, Rebuttal Testimony on behalf of]
7 Consolidated Gas Supply Corporation, Docket No. RP81-80, April, 1982.
8 | Before the Florida Public Service Commission, Testimony on behalf of Florida Power &
o Light Company, Docket No. 820097-EU, April, 1982.
10 Before the Massachusetts Department of Public Utilities, Direct Testimony on behalf of
Boston Edison Company, Docket No. 906, January, 1982.
11
Before the New Mexico Public Service Commission, Testimony on behalf of Public
12 Service Company of New Mexico, In_the Matter of New Mexico Public Service
13 Commission Authorization for Southern Union Company to Transfer Certain Property
to Western Gas Company, NMPSC Case 1689, January, 1982.
14 ,
15 Before the Senate Committee on Energy and Natural Resources, Prepared Statement
related to the Implementation of Title I of the Natural Gas Policy Act of 1978,
16 November 5 and 6, 1981.
17 | Before the Connecticut Department of Public Utility Control Authority, Testimony on
18 behalf of Southern Connecticut Gas Works, DPUC Investigation Into Utility Financing
of Conservation and Efficiency Improvements, Docket No. 810707, August, 1981.
19
20 Before the Connecticut Public Utility Control Authority, Prepared Testimony on behalf of]
Connecticut Natural Gas Corporation, July, 1981.
21
Before the Philadelphia Gas Commission, Testimony on behalf of Philadelphia Gas
22 Works, in PGW Rate Investigations, July, 1981.
23 ’
Before the California Public Utility Commission, Prepared Testimony on behalf of Pacific
24 Gas and Electric Company, In Application of Pacific Gas and Electric Company for
25 Rate Relief, Application No. 68153, June, 1981.
26
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Before the Federal Energy Regulatory Commission, Prepared Téstimony on behalf of
Consolidated Gas Supply Corporation, Docket No. RP81-80, June, 1981.

Before the Tennessee Valley Authority Board, Comments on Tennessee Valley Authority
Proposed Determinations on Ratemaking Standards, Contract TV-53565A, October,
1980.

*Before the Postal Rate Commission, Testimony on behalf of the National Association of]
Greeting Card Publishers, Docket No. R80-1, August 13, 1980.

Before the Federal Energy Regulatory Commission, Testimony on behalf of Pennsylvania
Power and Light Company, Split-Savings and Emergency Tariffs, August, 1980.

Final Report of Consultants' Activities Submitted to Tennessee Valley Authority Division
of Energy Conservation and Rates, in Consideration of Ratemaking Standards
Pursuant to the Public Utility Regulatory Policy Act of 1978 (P.L.. 95-617) and One
Additional Standard, Contract No. TV-53575A, May, 1980.

Before the Federal Power Commission, A Testimony with respect to The Economics
Preservation versus Development of Hell’s Canyon, 1969

Before the Utah Public Service Commission, Direct Testimony on behalf of NUCOR
Steel, PSCU Case No. 83-035-06, 1980.

Before the Council on Environmental Quality, Washington, D.C., statement on “Alaskan
Natural Gas, May, 1980.

Presentation entitled “An Analysis of the Proposed Building Energy Performance
Standards (BEPS),” Washington, D.C. in March, 1980.

Before the Federal Power Commission/Federal Energy Regulatory Commission,
Testimony with respect to Cogeneration Pricing Rules, 1979.

Before the House Ways and Means Committee, Washington, D.C., Testimony on Utility
Tax Reform, March 8, 1978. '

Before the Federal Energy Administration, “The Effects of Middle Distillate Decontrol on
the American Consumer: A Critique of the Decontrol Monitoring and Price Index
Actions of the FEA with Michael McNamara and Rod Shaughnessy, Washington,
D.C., August, 1977.

Professional Experience
-46-




O 00 N3 O R W=

N RN N N NN e e e e b e ek ek e e
gMAwNHO\OOO\lO\M-hWN»—‘O

Before the Subcommittee on Energy Conservation and Regulation of the Senate
Committee on Energy and Natural Resources, Comments on Utility Tax Reform, July,
1977.

Statements before the Council on Environmental Quality, Washington D.C., May 1977

Before the American Association for the Advancement of Science, Denver, presentation
on “Alaskan Oil and Gas: The Wrong Route Revisited, Colorado, February, 1977.

Before the At Rann II Symposium, Prepared Summary of NSF Study to Provide a
Practical Guide for the Analysis of the Marginal Cost Structure of Electric Utilities for
the Purpose of Designing Electricity Tariffs, Washington, D.C., November, 1976.

Prepared Remarks “Non-Waste Technology and Production,” presented at the NWT
Seminar, Seminar on the Principles and Creation of Non-Waste Technology, Paris,
France, November, 1976

Before Advest Seminar comments entitled “Meeting Experiments,” at New York, New
York, October, 1976.

Before The Annual Meeting of American Economics Association,” Nixon-Ford National
Policy Plans: A Critique.” Atlantic City, New Jersey, September, 1976.

Before the NARUC annual Regulatory Studies Program, Prepared Remarks “Excerpt
from the Marginal Cost and Pricing of Electricity: An applied Approach,” East
Lansing, Michigan, August, 1976.

Before the Federal energy Administration, “Analysis and Recommendations of Northern
Tier Pipeline Proposals,” July, 1976. ’

Before the Energy Council of the Federal Government, “Third State of EPCA: Additional
Incentives,” June, 1976.

Before the Wisconsin Public Service Commission, Testimony with respect to Electric
Rate Structures; Price Elasticity of Demand for Electricity; and Application for
WEPCO for Authority to Construct and Place in Operation a Coal Fired Power Plant
and Related Facilities in the Town of Pleasant Prairie, Kenosha County and Certain
Related Transmission and Substation Additions, CA-5489, June, 1976.
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Before the Subcommittee on Energy and Power of the U.S. House of Representatives
Interstate and Foreign Commerce, comment with respect to Synthetic Fuel Loans,
May, 1976.

Prepared comments on “H.R. 12461, Summary of Major Provisions of Electric Utility
Rate Reform and Regulatory Improvement Act (formerly H.R. 10100), March, 1976.

Before the Federal Power Commission/Federal Energy Regulatory Commission,
Testimony with respect to Alaskan Natural Gas, March, 1976.

Before the Federal Power Commission/Federal Energy Regulatory Commission,
Testimony with respect to Natural Gas Pricing, March, 1976.

Before the Subcommittee on Energy and Power of the U.S. House of Representatives
Interstate and Foreign Commerce, Comments with respect to Electric Utility Reform,
March, 1976.

Before the Senate and House Interior Committees, comments on Trans-Alaska Pipeline;
Energy Conservation and Pricing; and the Optimum Transportation System for
Alaskan Natural Gas, March, 1976

Prepared Remarks before the 1976 Symposium on Rate Design Problems of Regulated
Industries, “The Marginal Cost of Electricity and Continuing Rate Controversies,
Kansas City, Missouri, February, 1976.

Before the Federal Energy Administration, “Amendments of Entitlements Program,”
February, 1976. '

Before the Wisconsin State Legislature, Environmental Quality Commission Testimony,
January, 1976.

Before the Federal Energy Administration, “Allocation of Canadian Crude Oil,”
December, 1975.

Before the Federal Energy Administration, “Establish Energy Administration to Establish
Mandatory Allocation of Canadian Crude Oil,” December 1975.

Comments before the U.S. Department of Interior on its Study: Alaskan Natural Gas
Transportation Systems, October 29, 1975.
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Prepared Remarks before the Wisconsin Manufacturing Association in Stevens Point,
Wisconsin, September, 1975.

Before the Federal Energy Administration, “Rate Design and Its Relationship to Loan
Management,” June, 1975.

Comments before the Federal Power Commission on Proposed Rulemaking RM 75-19 on
end Use Rate Schedules, May 30, 1975.

Prepared remarks “The Time has Come to Speak Out On Our Energy and Economic
Crisis,” Madison, Wisconsin, March, 1975.

Prepared Remarks before The American Association for the Advancement of Science at
the Minnesota Energy Agency Conference, 1975.

Before the Federal Energy Administration, “Modification or Termination of the State Set-
Aside Program,” 1975.

“Energy Pricing in the United States: A Critique,” 1975

Before the Wisconsin State Legislature, Testimony on the Govemnor’s transportation
Program before the Senate Committee on commerce, Joint Committee on Highways,
1975.

Before the Joint Economic Committee, comments on Trans-Alaska Pipeline; Mandatory
Qil Import Quotas; Hell’s Canyon; Energy Policy; Electricity Pricing;

Before the Senate Commerce Committee, comments with respect to Natural Gas De-
Regulation.

Before the Subcommittee on Energy and Power of the U.S. House of Representatives
Interstate and Foreign Commerce, Comments with respect to Energy and Power,
Electricity and Natural Gas Utility Policy.

Before the Subcommittee on Energy and Power of the U.S. House of Representatives
Interstate and Foreign Commerce, comment with respect to Electricity and Natural
Gas Utility Policy.

Before the Department of the Intertor, Comments with respect to the Trans-Alaska

Pipeline.
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Before the Federal Power Commission/Federal Energy Regulatory Commission
Testimony With Respect to El Paso Natural Gas Coal Gasification.

Before the Federal Power Commission/Federal Energy Regulatory Commission
Testimony With Respect to El Paso Natural Gas Pricing.

Before the New York and New Jersey Environmental Protection Agencies, Testimony
With Respect to Tocks Island Dam.

Comments before various Utility Regulatory Commissions (Maryland, New York,
Michigan, New Jersey, Arkansas, Maine, California, Florida, Rhode Islands,
Minnesota, Connecticut, Massachusetts, Missouri, Nevada, New Hampshire, Vermont,
Virginia, Wisconsin, Texas, Ontario, Philadelphia, New Mexico, Pennsylvania, TVA,
Indiana) on Marginal Cost Pricing of Electricity; Conservation; Rate of Return;
Diversification; Nuclear Cancellation; Sale of Utility Property; and Public Policy.

Before the Energy Council of the Federal Government, Critique of the Project
Independence Report and Critique of Oil and Natural Gas Policy.

Before various Canadian Regulatory Commissions, Testimony on Energy and Telephone
Pricing.

Before the U.S. Postal Rate Commission, Testimony on Marginal Cost Pricing of Postal
Rates.

Before the Federal Communications Commission, Testimony on Telegraph Price
Elasticity and Cellular Mobile Telephone Pricing.

Before the Joint Economics Committee, Testimony on the Trans Alaska Pipeline,
Mandatory Oil Import Quotas, Hell’s Canyon, Energy Policy, and Electricity Pricing.
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Exhibit C
INTERIM SURCHARGE SCHEDULE IR-1

APPLICATION

The Interim Base Rate Surcharge (“IR-1") shall apply to all retail electric rate schedules in accordance with their
terms with the exception of Solar-2, SP-1, E-3, E-4, E-36 and Direct Access service. All provisions of the
customer’s current applicable rate schedule will apply in addition to this charge.

RATES

The charges shall be calculated at the following rates:

Interim Rate Charge

AllkWh $0.003987 per kWh
ARIZONA PUBLIC SERVICE COMPANY A.C.C. No. XXXX
Phoenix, Arizona : Adjustment Schedule IR-1
Filed by: David J. Rumolo Original
Title: Manager, Regulation and Pricing Effective: XXXXX-
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Arizona Public Service
AMI Plan Biannual ACC Report
September 2008

Introduction

Decision No. 68112 (Proposed Settlement Agreement, paragraph 32(e)) requires
Arizona Public Service (APS) to provide the Commission with biannual reports through
2011 related to the status of APS’ remote meter reading implementation. This report
provides a description of the meter reading technology being installed, APS’ plan for
implementation, the number and type of customers involved in the program, and the
costs and operational efficiencies associated with implementation. This is the sixth
biannual filing addressing the status of the Advanced Metering Infrastructure (AMI) Plan
and the progress since March 2008.

Overview

Since the last biannual report, APS has proceeded with its remote metering project. The
number of customers with AMI smart meters has increased and APS has continued to
install additional AMI meters in areas outside of metro Phoenix. AMI| meters are now
installed in thirty different cities and towns within the APS service territory including
Yuma, Prescott Valley, and Flagstaff. Elster Electricity LLC has acquired
PowerOneData Inc, the vendor that provided the first 160,000 AMI meters for the APS
Smart Meter initiative. APS has awarded a contract to Elster for an additional 800,000
AMI smart meters for residential, commercial and industrial consumers. The Elster AMI
System will complement the current PowerOneData (P1D) AMI system that APS has
installed. APS also signed a contract with Aclara to implement its Meter Data
Management System (MDMS). Aclara’s Energy Prism product will be the system of
record for all AMI interval usage data and be the catalyst to support a number of future
programs that exploit the APS investment in AMI.

Project Status

Since the March 2008 report was last filed, APS has installed approximately 46,000 new
AMI smart meters through the end of August. The installation of PowerOneData AMI
meters has continued at a steady pace of approximately 7,700 meters per month. In
addition, APS successfully completed a remote communication firmware upgrade to
more than 100,000 P1D AMI meters. The ability to remotely upgrade firmware in the
meter continues to be one of the critical requirements of any AMI system.

Through August 2008, APS completed the installation of the 154,000 P1D AMI meters.
APS and Elster are currently in the process of integrating the new Elster EnergyAxis®
System into the APS Customer Information System (CIS). APS plans to initiate the
deployment of Elster AMI smart meters in the November time frame. Subsequent work
is also underway to integrate both the P1D and Elster AMI systems with the new Aclara
MDMS.
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Over the last six months APS has continued to utilize AMI meters to resolve meter
reading access issues as part of the Access Improvement Plan (AIP) approved by the
Commission in May, 2007. As of the end of August, more than 1,150 meter reading
access issues have been resolved through the use of AMI technology. As APS moves
toward the larger deployment of 800,000 additional AMI meters over the next four years
the majority of all meter reading access issues will be resolved.

Meter Data Management System (MDMS):

APS signed a contract with Aclara to install its MDMS product Energy Vision in 2009.
APS is completing the initial requirement phase of the project and beginning the
implementation plan and schedule for a long-term MDMS solution. The MDMS will
provide the foundation to support future integrations with the data provided by the APS
AMI systems. The MDMS will be the system of record for all interval usage data at APS.
APS also selected to install the Aclara Energy Prism product which will empower
customers to make more informed choices regarding the way they use and manage their
electricity from aps.com. Additional features available through the MDMS include
revenue protection analysis, distribution asset optimization, forecasting tools. In the
future, the partnering of the Ester and Aclara products could enable APS to provide pre-
paid and demand response rate offerings and similar energy conservation programs to
its customers.

Elster Metering:

APS’ smart meter program uses a range of Elster technologies included in its market
leading EnergyAxis® System which has advanced features such as remote
connect/disconnect capability, voltage monitoring to improve power quality, outage
notification and both residential and commercial bidirectional meters to support net
metering needs. The Elster AMI system is very similar to the P1D system. Both systems
build a self configuring and self healing wireless communication networks between their
meters using a 900 MHz RF radio. The Elster communication network design uses a
mesh technology allowing each client meter to hop from one to another to reach a
“collector” meter. The collector meter, as its name implies, collects information from each
of its client meter and provides the data to the APS system through a cellular
connection. This meshing approach allows an Elster collector to service up to 1,000
client meters thus reducing cellular costs to APS to communicate with the AMI meters.

The integration of the Elster technologies with the MDMS system will help APS
customers monitor usage and enable APS to identify and correct service interruptions
more quickly while improving efficiencies in APS meter reading, billing and customer
service operations.

Deployment Plan

The AMI deployment shifted from a focus on muiti-unit residential housing complexes to
support the need to remove a significant number of customers off of the E-10 and EC-1
rate plans that were canceled as of July 2008. The majority of the multi-unit residential
housing complexes in the Phoenix metropolitan area have now been converted to AMI
meters. This focus has provided significant value in reduction of field trips. During the
last six months, the AMI system has remotely processed over 57,186 service orders
without a field visit.
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Introducing the installation of AMI meters in residential neighborhoods in addition to
addressing meter reading access issues has reduced the P1D hub to client ratio to
approximately 29:1. This means that throughout the entire APS AMI meter population for
each installed hub meter, there are approximately 29 client meters installed. The shift in
deployment to a higher percentage of single family detached homes increases the
amount of time to install each meter based on access issues and the shift from banks of
meters to individual meter panels. To compensate for the reduction in the density of
meters at each meter location and maintain a steady installation rate, APS has
increased the size of the AMI installation team.

APS continued to successfully receive reads throughout the last six months from the
AMI meters set on Neuman Peak. Based on this success APS has begun to install AMI
meters on additional mountain tops within our service territory this strategy significantly
increases productivity and reduces potential safety risks.

APS plans to start installing 150,000 new Elster meters in the first twelve months of
deployment, beginning around November 2008. This number will subsequently increase
after the successful implementation of the MDMS. By the end of 2012, APS will have
added 800,000 additional meters within its service area.

Costs

This project consists of four main cost components, meters, monthly cellular
communications, meter installation & administration, and building the interface with the
current APS applications.

Meters:

APS has purchased an additional 24,105 AMI meters at an average cost of $93.68 per
meter through August.

Communications:

APS has a contract with KORE Wireless to provide cellular service that allows the
meters to communicate with APS through the Cingular cellular network. The client to
hub ratio has been reduced to approximately 29:1 based on the installations of AMI
meters for the Access Improvement Project (AIP) along with single family
neighborhoods. The effect of reducing the client to hub ratio will slightly increase the
communications cost per meter. Through February the monthly per meter
communication cost was approximately $0.15. This compares with the current monthly
cost per meter read of approximately $0.95 using the meter reading workforce. The cost
to manually read a meter has increased slightly based on the fact that AMI meters have
been installed predominately in high density areas which are the least expensive meters
to read manually. While APS has reduced the cost to read meters it has also increased
the value of the meter reads. Instead of receiving a single read per month from each
meter, the AMI meters provide hourly reads. This interval data will provide a number of
benefits for both APS and its customers once the MDMS is completed.
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Meter Installation / Administration:

The AMI field operations team has installed approximately 46,000 meters in the last six
months at an average cost per installed meter of approximately $11.94. When
deployment progressed from high density multi-unit complexes to single family homes
the cost per installation increased based on the lower density of meters as well as meter
access issues.

Integration:

Over the last six months APS’ integration focus has been a parallel endeavor of AMI and
Meter Data Management System (MDMS), which included enhancements to existing
AMI systems, a shori-term integration plan for a second AMI system and the
requirement phase for the MDMS. The milestones achieved include:

» |nitiated development and design phase of a short-term integration for the Elster
EnergyAxis® System. The short term solution will enable APS to bill from Elster
meters. This will allow APS to begin deployment of Eister meters around November.
= APS has completed gathering of requirements for the initial phase of a long-term
- solution of the MDMS including extensive architectural discussions to ensure optimal
design of the infrastructure. This effort is expected to be completed by the 2™ quarter
of 2009. APS has spent approximately $247,000 for AMI integration the last six
months.

Operational Efficiencies

The ability to read and program meters remotely provides immediate operational savings
as well as offering the potential to significantly reduce the cost of implementing new rate
designs. The table below shows the number of field visits eliminated during the last six
months for customers with AMI meters. Field visits include transfer of service, meter
exchanges for rate changes, and read verifies.

2008/03 o 7,184 720 | 7,904
2008/04 7612 826 | 8,438
2008/05 | 8,686 1,131| 9,817
2008/06 9,445 v 1,383 | 10,828
2008/07 8,004 2,337 | 11,241
2008/08 7,861 1,090 | 8,951
Total 49,692 : 7,487 | 57,179

Since the inception of the AMI project, APS has completed more than 132,661 orders
remotely, reducing trips to the field. Fewer trips result in reduced fuel consumption,
fewer emissions and conceivably a reduction in vehicular accidents.

On May 21, 2007 the Commission approved Decision No. 69570 related to the Access
Improvement Plan (AIP). One of the approved solutions to resolve meter reading
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access issues is to provide customers with an AMI meter that will be read remotely. In
implementing this plan, APS has addressed customer access concerns, reduced
estimated billing, and reduced potential safety issues by eliminating the need for meter
readers to physically visit difficult to access locations. As of the end of August, more than
2,145 meter reading access issues have been resolved through the use of AMI
technology, with a target of 200 more per month for the remainder of the year. As APS
moves toward the larger deployment of 800,000 additional AMI meters over the next four
years the majority of all meter reading access issues will be resolved.

Summary

Since the March 2008 report was last filed, APS has installed approximately 46,000 new
AMI smart meters through the end of August. Additionally, APS has continued to utilize
AMI meters to resolve meter reading access issues as part of the Access Improvement
Plan (AIP).

In May 2008, APS awarded a contract to Elster Electricity LLC for an additional 800,000
AMI smart meters for residential, commercial and industrial customers. APS initiated the
development and design phase of a short-term integration for the Elster EnergyAxis®
System and as early as November 2008 plans to start installing 150,000 new Elister
meters within twelve months. Elster EnergyAxis® System has advanced features such
as remote connect/disconnect capability, voltage monitoring to improve power quality,
outage notification and both residential and commercial bidirectional meters to support
net metering needs. :

APS also signed a contract with Aclara to implement and install its Meter Data
Management System (MDMS) and Energy Vision in 2009. The MDMS will provide the
foundation to support future integrations with the data provided by the APS AMI
systems. In addition, Aclara’s Energy Prism product will empower customers to make
more informed choices in managing their energy through aps.com.

In the future, the partnering with the Ester and Aclara products could enable APS to
provide pre-paid and demand response rate offerings and energy conservation
programs to its customers.

In conclusion, APS is continuing its AMI project; deployment will move into single family
detached home areas after multi-family residential complexes are saturated and APS will
implement an MDMS to manage meter data from the current APS meter reading
systems and provide an interface platform for any future AMI systems. APS also
continues to actively monitor the AMI market for advances in technology.

The next report will be submitted in March, 2009,

Page 5 of 5



REBUTTAL TESTIMONY OF CHARLES J. CICCHETTI
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Docket No. E-01345A-08-0172

O 0 N A W e W N

[y
o

(Interim Rate Request)

NNNNNNNH'—-_»—-_H.—-n—An—
O\U\-hb-’Nr—‘O\OOO\lO\Ui-Phwwn—-

September 8, 2008




Table of Contents

I INTOQUCHION cevveerereereemcecse st ettt ensassnee et 1
II. The EMErZENCY ISSUE .coveeemeeeririeeeieenicrseeentecneccnestsscncsns s e 2
I11. Regulatory Lag: The Good, The Bad, and The Ugly ....ccvuvmiriuimciiiican, 8

TV, CONCIISION . ccuveeeeeeeiieciiernveeerressasenensanssssssssssssnssssssnnes fermneeeeeesseenesenreeseasareaeeseeaonens 13

W 00 <1 A L B W

{
) [\ W) 3%} N [\ [\ —t — oy — i — ju— [ — —t
A L S W N = O Vv 0 2 A WK A W N = O




O 00 ~1 N W A W N

N N N e e et e e e e el e

> o

REBUTTAL TESTIMONY OF CHARLES J. CICCHETTI
ON BEHALF OF ARIZONA PUBLIC SERVICE COMPANY
(Docket No. E-01345A-08-0172)

(Interim Rate Request)

INTRODUCTION

PLEASE STATE YOUR NAME AND ADDRESS.

My name is Charles J. Cicchetti, and my business address is Navigant
Consulting Incorporated (NCI), 300 South Grand Avenue, Los Angeles, CA
90071. I am the same Charles J. Cicchetti who previously submitted an
Affidavit in Support of Arizona Public Service Company’s (APS or the
Company) Motion for Interim Rate. Since submitting that Affidavit, I have
joined NCI as a Senior Advisor while continuing my affiliation with Pacific
Economics Group (PEG) on an interim basis.

AH‘I?FVI]%)X\(I)II%B CONCLUSIONS CHANGED SINCE YOU FILED YOUR
On the bigger issues, no. I have, however, learned that the interim 4 mil Power
Supply Adjustor (“PSA”) ended on July 31, 2008. Therefore, it will not be
possible, as I urged in my Affidavit, for the Commission to simply “roll-over”
the PSA into interim rate relief through a similar surcharge or amount per kWh

as the PSA.

I understand further that the Company now proposes to put the interim rate relief
in effect as the Company switches from the higher summer to lower winter rates.

This would help consumers adjust, although I would have preferred a simple

roll-over. Nevertheless, in my experience, customers would mostly agree that
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waiting for the lower winter rates to come into effect would also be a useful

step.

Regardless, I believe the primary reason justifying an interim rate increase
remains. The significant threat of a downgrade in APS’s credit ratings looms
unless the Company receives meaningful interim rate relief. Such relief would

also partially offset the crippling impact of regulatory lag on APS.

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY?

I have reviewed the evidence that was submitted through Staff’s consultants Mr.
Ralph Smith and Mr. David Parcell, and that RUCO submitted through Mr.
Stephen Ahearn. I will address in this Response why I disagree with their
conclusions and continue to urge this Commission to grant APS’s request for
interim rate relief. By doing so, APS’s declining financial condition would be
addressed on an interim basis in a just and reasonable manner that would, in my

opinion, advance the public interest and benefit consumers in the long run.

WHAT MATTERS ARE YOU ADDRESSING?
The Staff’s consultants and RUCO have raised two themes that I will address.
These are: (1) there is no “emergency”; and (2) “regulatory lag” is ordinary and

even beneficial. I will approach each issue as a former state utilities regulator

and as a person with more than forty years of regulatory experience and

expertise.

THE EMERGENCY ISSUE

PLEASE EXPLAIN YOUR DISAGREEMENT WITH MR. SMITH’S
VIEWS ON THE EXISTENCE OF AN “EMERGENCY.”

I find the discussion in Mr. Smith’s testimony to be a search for a single salient

and dramatic event that quite literally has the financial “wolves barking at APS’s




1 door.”! He goes on to explain that the already filed general rate case would
) 3 possibly be resolved sometime in late 2009. Thus, Mr. Smith finds no
3 emergency because APS could get away from any perceived danger in a little
4 more than a year’s time.?
> I disagree with Mr. Smith on two levels. First, there is a ready opportunity to fix
6 a financial problem with retail consumers paying no more than the same annual
7 amount that they had been paying under the PSA. The current financial
8 challenges will only get worse if not addressed before the end of 2009. The
? “fix” is to implement interim relief before the new rate case is decided, and this
10 can be done without increasing rate levels beyond what they were prior to the
1 PSA roll-off. Second, interim relief is clearly warranted from a cost-of-service
12 standpoint and to help keep retail prices lower over time. I believe that APS
13 should continue to invest in necessary infrastructure. Given regulatory lag, Mr.
- 14 Smith suggests that APS should consider either slowing down or not completing
15 the necessary infrastructure efforts. This would not be good for Arizona. It is
16 also likely, with inflation of material prices, that this sort of delay would cost
17 customers more money. Ironically, I find my conclusion to be consistent with
13 Mr. Smith’s discussion of the Net Rate Base additions and his seeming
19 recognition that APS’s rather exceptional but necessary capital expenditures
20 would be well in excess of its cash flow from operating income (EBITDA).
21 Thus, if the “wolves™” are not yet actually at the Company’s door, they are
22 certainly in the neighborhood, and they are hungry.
23
24
25 | !See Mr. Smith’s discussion of “Alleged Emergency Circumstances” commencing on page 14 and running
through page 30 of his Testimony.
26 1 5 S N St oy e 34, e 45,
3
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Q. HOW CAN THE COMMISSION RESOLVE THE CONFLICTING
TESTIMONY AND OPINIONS EXPRESSED BY APS AND STAFF’S
CONSULTANTS?

A.  Obviously they need to weigh carefully the relative persuasiveness and expertise
of the witnesses, but as a former regulator, I also learned the importance of
thinking through matters in terms of “motive and consequences” to both
consumers and the utility when competing experts or different participants in a
regulatory matter took very contrary, even diametrically opposed, viewpoints.
Here Staff’s consultants find no immediate emergency and run off a checklist of
issues that they believe proves they are correct.* APS and its witnesses tell a
quantitative story that describes the nearly perpetual state of being “one notch
away” from slipping into junk bond status according to Standard & Poors’
(S&P) rating of BBB-. Staff pushes back on this observation explaining that
two other rating agencies, Moody’s and Fitch, give APS a bit more headroom
and point to other troubled electric utilities in the nation.

Q. WHAT DO STAFF’'S WITNESSES SAY ABOUT CURRENT
CONDITIONS?

A.  Mr Smith and Mr. Parcell never say whether this perpetual state of financial

challenge thrust upon APS is good or bad. They focus instead on whether this
could be an “emergency” or not. They conclude that there is no “emergency”
and, therefore, no need for interim rate relief. They fail, however, to address
fully the relevant issues. APS, as Mr. Brandt explains, has significant necessary
investments and faces inflated construction and material prices, which have
exacerbated the negative effects of regulatory lag on APS. These combine to
make it impossible to finance these capital expenditures out of operating income

plus depreciation on existing infrastructure. This effort is made potentially even

¢ See Mr. Smith’s Testimony at pages 14-30, and Mr. Parcell’s Testimony at pages 9-16.
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more costly and difficult because in Arizona, prudent, used and useful, necessary
investments that are made before or during a general rate case begin to be
depreciated before these utility investments are ever placed in Rate Base. This
means that investors do not earn a portion of their return “of” these investments.
In addition, there is also a zero return “on” these necessary, used and useful
investments between the time they are placed into service and the future rate
case when they are put into Rate Base.

WHAT IS THE RELEVANCE OF THE DISTINCTION YOU DRAW
BETWEEN THE RETURN “ON” AND “OF” INVESTMENTS
BETWEEN RATE CASES?

The return “on” is the earnings on the original cost of the undepreciated
investments. The return “of” original cost is synonymous with depreciation
expense. This is how a regulated utility collects money to recover its principal

on an investment. This depreciation or recovery “of” the original cost is the

regulatory approach used to collect cash flow that can finance replacements and

new investments from internal operations.

ISN°'T REGULATORY LAG A NORMAL PROBLEM FOR ALL
UTILITIES?

A degree of regulatory lag is necessarily present in most jurisdictions, although
usually well less than a year. The regulatory lag that has confronted APS is
substantially more severe than I have seen elsewhere, does not appear to be
mitigated by other ratemaking practices (e.g., attrition adjustments, interim ratesu,
“make whole” proceedings, etc.), and is clearly detrimental to APS and its
customers. These are not just normal regulatory problems for a company such as
APS that needs to invest considerable amounts (in the billions of dollars) to keep
up with the needs of its growing customer base. Financial analysts would and

do consider these troubling signs. Financial analysts would be particularly
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anxious about APS if the Commission fails to grant interim rate relief given the
cash-flow challenges of meeting new investments coupled with significant
regulatory lag for the recovery of and return on such investments. In today’s
electricity industry, infrastructure delayed may also cost more to build in the
future. APS is building for Arizona’s future under a regulatory approach that
relies on 20/20 hindsight and that often omits critical factors that increase the
company’s cash flow gap as it continues to build over time, and then the
Company waits, with no compensation adjustment, to recover the necessary cash
from customers. That is not just backward-looking, it is also decidedly not
sufficient to reflect the cash flow needed and the reasonable earnings required
for a utility that serves a growing service area such as the one APS serves.
WOULD YOU EXPAND ON YOUR EARLIER DISCUSSION OF THE
RELEVANT LESSONS YOU LEARNED AS A REGULATOR
CONCERNING DISPUTES LIKE THE ONE THE COMMISSION FACES
IN THIS PROCEEDING?

Returning to the lessons learned theme, the opposing experts and their analyses
are in sharp contrast to one another. As I explained, “motives and
consequences™ often can help regulators cut through these technical matters

when there is expert disagreement.

Although I assume both Staff’s consultants and the Company witnesses have the
best of motives, potential “consequences” are most important. If Staff’s
consultants are correct and there turns out to be no “emergency,” the
consequences for retail customers of granting APS’s requested relief are
relatively small. If APS receives interim relief, I would also expect Staff’s rate
case experts to urge a smaller amount of additional rate relief in late 2009 if the
Commission approves the interim rate relief. Further, any interim rate relief

granted would be subject to refund if found to be excessive. If the Commission
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determined in the (Permanent) Rate Case that the interim relief it granted was
more than the rate increase it grants in the Rate Case, it could order APS to
refund the amount the Commission found unwarranted, with interest. Thus, the
consequences to consumers, if APS is wrong and interim rate relief was
nevertheless granted, are minimal (considering that consumers are and have
been receiving service below cost at current rate levels) and the Commission
retains the authority to make the consumers whole if APS’s interim rate relief is
more than the rate relief ultimately granted in the general rate casé.

WHAT WOULD BE THE RESULTS IF STAFF’S CONSULTANTS’
VIEWS PREVAIL, BUT THEY TURN OUT TO HAVE BEEN WRONG IN
THEIR ASSESSMENT OF APS’S FINANCIAL CONDITION?

If the Company is correct and the Staff’s consultants are wrong, there would be
very different results. And none of them would be good for consumers or
Arizona. Assume that the Commission does not grant interim rate relief. This
would exacerbate currently soft financial conditions as APS continues to make
the necessary investments without sufficient internally generated cash flow.
APS would need to raise more money externally. I would expect rating
agencies, including S&P, Moody’s and Fitch, to either downgrade APS or at
least raise enough questions to increase the cost of capital for APS and its
customers. If such a downgrade occurred, retail consumers would need to pay
higher prices in the future to cover the resulting higher costs of capital. APS’s
shareholders would not recover a reasonable return “of” the invested dollars
depreciated before the next base rate case and, in my opinion, APS would fail to
earn its just and reasonable authorized return “on” its investments. Worse, this
vicious cycle could be viewed as a permanent condition that would mean APS

customers would face the prospects of higher prices to pay for more expensive

investment in the future. This means that consumers would likely be paying
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much more for the same services than they would otherwise have been paying
had the Commission granted the interim rate relief. Worse, these needlessly

higher prices will continue for many years to come.

As a former regulator, I would urge you to give considerable additional weight
to my observation that the adverse consequences to APS customers of failing to
act to avoid an.emergency greatly exceed the consequences to those same

customers of granting APS the interim rate relief requested.

. REGULATORY LAG: THE GOOD, THE BAD. AND THE UGLY

WHY DO YOU DISAGREE WITH MR. SMITH’S VIEWS
CONCERNING THE BENEFITS OF REGULATORY LAG?

A.  Mr. Smith states that “Ordinary regulatory lag does not justify APS’s Requested

Interim Rate Relief™ In this regard, Mr. Smith makes two arguments. First, he

seems to conclude that the amount of money that APS is losing is just too small

for there to be an emergency and, therefore, APS can postpone relief to the
6

general rate case.” Second, Regulatory Lag is, in his mind and at least

theoretically, a benefit that improves utility performance.’

I disagree with Mr. Smith on both points. I will not dwell on the numbers he
discusses except to say these do not seem to be quite so trivial and to observe
that he ignores the fact that without emergency rate relief: (1) new money not
fully covered by operating cash flow will be invested; (2) cash flow will decline;
and (3) the negative effect on APS will increase until at least the end of 2009.

These are the very matters that analysts, who determine APS’s ratings and thus

5 See Mr. Smith’s Testimony at pages 11-14.
¢ See Mr. Smith’s Testimony at page 14, lines 15-19.
7 See Mr. Smith’s Testimony at page 12, line 23 through page 13 line 17.




1 the cost of capital consumers will pay in the years ahead, have already told us
2 are the very things that they will be following carefully.
3 Q. WHAT ARE SOME OF THE RELEVANT PARTICULARS AT THIS
4 TIME CONFRONTING APS?
5 A. Some of the salient particulars are that Mr. Smith thinks APS overstates its
6 arguments because about $297 million of capital expenditures occur after
7 December 31, 2007 and would not be in the historic test year filed in 2008.% He
8 also thinks that APS would recover cash from depreciation expenses, and he
9 argues that the amount of new Rate Base would “only” increase about $538
10 million at the end of the December 31, 2007 test year for the “New™ general rate
11 case.’
12 As I count these two effects, Mr. Smith is saying that sometime in 2008, APS
13 has about $835 million in likely-to-be-prudent utility investments that it would
) 14 not receive a return “on” or “of” until the end of 2009, at the earliest. At that
15 time, as I understand Mr. Smith’s approach to regulation, which is predicated in
16 part on the efficacy of his “good” regulatory lag, $297 million (plus the
17 additional amounts invested later in 2008 and 2009) would still not be included
18 in Rate Base until yet another subsequent rate case.
19
20 Taking a very conservative fraction of the conservative $835 million in new
21 investments not included in Rate Base to recover depreciation, property taxes,
22 and a return would, in my experience, result in increased annual revenue
23 requirements of about $170 million, give or take $10 million. Mr. Smith seems
24 to think that regulatory lag wﬂl result in a temporary delay in APS recovering
25
26 | ®SeeMr. Smith’s Testimony at page 12, lines 5-6.
9 See Mr. Smith’s Testimony at page 12, lines 16-20.
-9
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this revenue. He is mistaken. This loss in revenue is permanent. APS will

never be able to recover the full original cost of its capital expenditures.
Further, some of the future authorized return “on” that now dépreciated

investment would, in effect, be needed to repay the portion of the investment

“of” that would be lost to such depreciation during the period of regulatory lag.

There are no regulatory provisions in Arizona, as far as I understand things, to
recover lost depreciation or even the higher property taxes paid in the period
between rate cases. Again, and contrary to Mr. Smith’s implication, these losses
are permanent to APS. Further, these lost recovery opportunities are nearly fifty
percent more than the $115 million in interim rate relief APS seeks. These
foregone cost recoveries are neither “too small” to matter, in my opinion, nor do
they represent mere “timing” differences.

DOES REGULATORY LAG PRODUCE “GOOD” EFFECTS FOR
ARIZONA?

No. Mr. Smith seems to believe these massive losses will do some “good” in the
form of encouraging more management emphasis on “cost control” than would
be the case if consumers paid for “plant additions during the periods between
rate cases.”’® He also opines that regulatory Iag could cause a utility to question
whether it might “be prudent to delay or avoid the related -capital

expenditures.”"!

APS is a rather uniquely high growth utility that struggles perpetually to stretch

- thin cash flow against the stark reality of high capital expenditure requirements.

Mr. Smith’s notion that APS consider cutting back on capital expenditures to

serve customers would negatively affect service, could well lead to higher costs

19 See Mr. Smith’s Testimony at page 13, lines 5-8.
11 See Mr. Smith’s Testimony at page 13, line 13.

10
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in the future, and would likely have a negative effect on Arizona’s economy,

especially in light of the recent mortgage, housing, and construction slowdown.

ARE THERE ANY “BAD” EFFECTS?

This severe gap is bad for shareholders, and it also means higher cost of capital

for retail consumers in Arizona. There is nothing “good” about this severe gap.

Indeed, these bad things are exacerbated further because Arizona uses an historic
test year in an environment of high growth and high capital outlay requirements.
As I understand rate cases in Arizona, thé Commission can adjust for “known”
changes between test years, but that such adjustments are discretionary and are
often highly contested. Accordingly, there is a strong element of risk involved
and typically no use of prospective atirition adjustments or after-the-fact “make-
whole” relief in recent years. Thus, APS forfeits the recovery “of” depreciation
and return “on” plant placed in service and used to serve customers between rate

cases. -

APS is constantly challenged to stay ahead of the curve because of regulatory
lag in Arizona. Regulatory lag is especially bad for a utility, like APS, that is
forced to spend substantial amounts to accommodate the growth on its system.
Regulatory lag is “bad” when it forces a utility constantly to seek relief from its
Commission. It is bad for consﬁmcrs to receive delayed and watered down price
signals because this can influence consumption decisions. It is also bad for
consumers if the result is a weakened utility. In my opinion, the Commission
should balance the interests of both shareholders and consumers by providing
APS with a greater cushion against the possibility of a “junk” debt rating, rather
than providing APS with the bare minimum it needs to maintain its current

minimum investment grade rating. This should prove to be a “win-win” for both

11
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APS and its customers in the long term because it would lower the cost of
capital and benefit consumers for decades to come.

DO YOU AGREE WITH RUCO WITNESS MR. AHEARN’S
CONCLUSION THAT REGULATION IN ARIZONA “HAS WORKED
FAIRLY AND RATIONALLY FOR DECADES”"* AND THAT APS IS
ATTEMPTING TO REDEFINE THE “REGULATORY PARADIGM IN
ARIZONA.”

No. Ido not agree that the examples he cites of state regulations or policies that
other states have used are in any respect unfair, unjust, or irrational. Indeed, I
have been involved in regulation for more than four decades, and I am very
familiar with regulatory practices that include: automatic adjustors,
interim/emergency rates; single issue ratemaking; decoupling mechanisms, and

“ACRM-like mechanisms.” Mr. Ahearn condemns each of these as creating a

“new regulatory system” that would shift risk to ratepayers.’*

I strongly disagree that this is what other state Commissions have done when
they sometimes approve or adopt such mechanisms. More important, I believe
that when state regulators have ordered utilities to use such regulatory
mechanisms, they do so to reduce future regulated utility prices and/or to
promote the public interest.

WHAT WOULD IT TAKE FOR THESE EFFECTS OF REGULATORY
LAG TO TURN “UGLY”?

The “ugly” face of regulatory lag has not occurred in Arizona. And by “ugly,” I
mean a downgrade of APS to “junk” and a resulting inability to finance needed
infrastructure at a reasonable cost. This would result from a losing struggle

between necessary APS construction confronting insufficient cash flow and no

12 See Mr. Ahearn’s Testimony at page 7 line 1.
13 See Mr. Ahearn’s Testimony at page line 23.
' See Mr. Ahearn’s Testimony at page 7, lines 1-5.

12
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or unduly delayed rate relief. Again, the likely outcome would be the lowering
of bond ratings to junk status and higher future costs of capital resulting in
higher retail prices in Arizona. Quite simply, there is no “good” regulatory lag
when the Company has to recover large capital expensés to meet its customers

growing needs and to ensure system reliability.

CONCLUSION

WHAT SHOULD THIS COMMISSION TAKE AWAY FROM YOUR
TESTIMONY?

Mr. Ahern concludes these are not extraordinary times; therefore, do not grant
“extraordinary relief” or allow “non-traditional ratemaking.”® I think that
APS’s growth and infrastructure investment requirements in today’s global
environment are extraordinary. The financial analysts and rating agencies have
granted APS a bit of a reprieve, but they are poised to act to downgrade APS’s
bonds if they see signs that the Commission does not appreciate APS’s financial
problems due to inadequate cash flow, significant new investments, and a

regulatory lag that does not and cannot make APS whole.

I urge the Commission to fix this immediate problem with interim rate relief
before it becomes a crisis. In effect, it is better to evacuate when there are storm
warnings than to try and ride out the impending storm, let élonc clean up after.
Staff’s consultants and RUCO either ignore the warnings or believe the
Commission should wait for the storm to hit. This would not be prudent, and it
is not good for consumers. The Commission can act before the next rate case is
decided without raising prices above the level they were this past July. I urge it

to do so.

15 See Mr. Ahearn’s Testimony at page 7, lines 13-15.
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Q. DOES THAT CONCLUDE YOUR REBUTTAL TESTIMONY?
A. Yes.

14
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New Business Profile Scores Assigned for U.S.
Utility and Power Companies; Financial
Guidelines Revised

Standard & Poor's Ratings Services has assigned new business profile scores to U.S. utility and power companies to
better reflect the relative business risk among companies in the sector. Standard & Poor's also has revised its
published risk-adjusted financial guidelines. The new business scores and financial guidelines do not represent a
change to Standard & Poor's ratings criteria or methodology, and no ratings changes are anticipated from the new

business profile scores or revised financial guidelines.

New Business Profile Scores and Revised Financial Guidelines

Standard & Poor's has always monitored changes in the industry and altered its business risk assessments
accordingly. This is the first time since the 10-point business profile scale for U.S. investor-owned utilities was
implemented that a comprehensive assessment of the benefits and the application of the methodology has been
made. The principal purpose was to determine if the methodology continues to provide meaningful differentiation of
business risk. The review indicated that while business profile scoring continues to provide analytical benefits, the

complete range of the 10-point scale was not being utilized to the fullest extent.

Standard & Poor's has also revised the key financial guidelines that it uses as an integral part of evaluating the credit
quality of U.S. utility and power companies. These guidelines were last updated in June 1999. The financial
guidelines for three principal ratios (funds from operations (FFO) interest coverage, FFO to total debt, and total
debt to total capital) have been broadened so as to be more flexible. Pretax interest coverage as a key credit ratio

was eliminated.

Finally, Standard & Poor's has segmented the utility and power industry into sub-sectors based on the dominant
corporate strategy that a company is pursuing. Standard & Poor's has published a new U.S. utility and power
company ranking list that reflects these sub-sectors.

There are numerous benefits to the reassessment. Fuller utilization of the entire 10-point scale provides a superior
relative ranking of qualitative business risk. A simultaneous revision of the financial guidelines supports the goal of
not causing rating changes from the recalibration of the business profiles. Classification of companies by sub-sectors
will ensure greater comparability and consistency in ratings. The use of industry segmentation will also allow more

in-depth statistical analysis of ratings distributions and rating changes.

The reassessment does not represent a change to Standard & Poor's criteria or methodology for determining ratings
for utility and power companies. Each business profile score should be considered as the assignment of a new score;
these scores do not represent improvement or deterioration in our assessment of an individual company's business
risk relative to the previously assigned score. The financial guidelines continue to be risk-adjusted based on
historical utility and industrial medians. Segmentation into industry sub-sectors does not imply that specific

company characteristics will not weigh heavily into the assignment of a company's business profile score.
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New Business Profile Scores Assigned for U.S. Utility and Power Companies; Financial Guidelines Revised

Results

Previously, 83% of U.S. utility and power business profile scores fell between '3' and '6', which clearly does not
reflect the risk differentiation that exists in the utility and power industry today. Since the 10-point scale was
introduced, the industry has transformed into a much less homogenous industry, where the divergence of business
risk—-particularly regarding management, strategy, and degree of competitive market exposure--has created a much
wider spectrum of risk profiles. Yet over the same period, business profile scores actually converged more tightly
around a median score of '4'. The new business profile scores, as of the date of this publication, are shown in Chart

1. The overall median business profile score is now 'S".

Chart1
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Table 1 contains the revised financial guidelines. It is important to emphasize that these metrics are only guidelines
associated with expectations for various rating levels. Although credit ratio analysis is an important part of the
ratings process, these three statistics are by no means the only critical financial measures that Standard & Poor's
uses in its analytical process. We also analyze a wide array of financial ratios that do not have published guidelines

for each rating category.

Table 1

Revised Financial Guidelines

Funds from operations/interest coverage (x)

Business Profile ~ AA A BBB BB
1 3 25 25 15 15 1
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New Business Profile Scores Assigned for U.S. Utility and Power Companies; Financial Guidelines Revised

Table 1

Revised Financial Guidelines (cont.)
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Again, ratings analysis is not driven solely by these financial ratios, nor has it ever been. In fact, the new financial
guidelines that Standard & Poor's is incorporating for the specified rating categories reinforce the analytical
framework whereby other factors can outweigh the achievement of otherwise acceptable financial ratios. These

factors include:

o Effectiveness of liability and liquidity management;
e Analysis of internal funding sources;
e Return on invested capital;
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New Business Profile Scores Assigned for U.S. Utility and Power Companies; Financial Guidelines Revised

The record of execution of stated business strategies;

Accuracy of projected performance versus actual results, as well as the trend;
e Assessment of management's financial policies and attitude toward credit; and

e Corporate governance practices.

Charts 2 through 6 show business profile scores broken out by industry sub-sector. The five industry sub-sectors

are:

e Transmission and distribution--Water, gas, and electric;

e Transmission only--Electric, gas, and other;

Integrated electric, gas, and combination utilities;

Diversified energy and diversified nonenergy; and

e Energy merchant/power developer/trading and marketing companies.

Chart2
Chart 2
Transmission and Distribution--Water, Gas, and
Electric
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Chart3

Chart 3
Transmission Only--Electric, Gas, and Other
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Chart4

Chart 4
Integrated Electric, Gas, and Combination Utilities
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Charth

Chart 5
Diversified Energy and Diversified Non-Energy
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Chart6

Chart &
Energy Merchant/Developers/Trading and Marketing
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Business Profile Scores

The average business profile scores for transmission and distribution companies and transmission-only companies
are lower on the scale than the previous averages, while the average business profile scores for integrated utilities,
diversified energy, and energy merchants and developers are higher.

The Appendix provides the company list of business profile scores segmented by industry sub-sector and ranked in
order of credit rating, outlook, business profile score, and relative strength.

Business Profile Score Methodology

Standard & Poor's methodology of determining corporate utility business risk is anchored in the assessment of
certain specific characteristics that define the sector. We assign business profile scores to each of the rated companies
in the utility and power sector on a 10-point scale, where '1' represents the lowest risk and '10" the highest risk.
Business profile scores are assigned to all rated utility and power companies, whether they are holding companies,
subsidiaries or stand-alone corporations. For operating subsidiaries and stand-alone companies, the score is a
bottom-up assessment. Scores for families of companies are a composite of the operating subsidiaries' scores. The
actual credit rating of a company is analyzed, in part, by comparing the business profile score with the risk-adjusted
financial guidelines.

For most companies, business profile scores are assessed using five categories; specifically, regulation, markets,
operations, competitiveness, and management. The emphasis placed on each category may be influenced by the

dominant strategy of the company or other factors. For example, for a regulated transmission and distribution
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company, regulation may account for 30% to 40% of the business profile score because regulation can be the
single-most important credit driver for this type of company. Conversely, competition, which may not exist for a
transmission and distribution company, would provide a much lower proportion (e.g., 5% to 15%) of the business
profile score.

For certain types of companies, such as power generators, power developers, oil and gas exploration and production
companies, or nonenergy-related holdings, where these five components may not be appropriate, Standard & Poor's
will use other, more appropriate methodologies. Some of these companies are assigned business profile scores that
are useful only for relative ranking purposes.

As noted above, the business profile score for a parent or holding company is a composite of the business profile
scores of its individual subsidiary companies. Again, Standard & Poor's does not apply rigid guidelines for
determining the proportion or weighting that each subsidiary represents in the overall business profile score. Instead,
it is determined based on a number of factors. Standard & Poor's will analyze each subsidiary's contribution to
FFO, forecast capital expenditures, liquidity requirements, and other parameters, including the extent to which one
subsidiary has higher growth. The weighting is determined case-by-case.

Appendix: U.S. Utility and Power Company Ranking List

U.S. Utility and Power Company Ranking List

Company Corporate Credit Rating Business Profile

1. Regulated Transmisston and Distribution - Electric, Gas, and Water

Baton Rouge Water Works Co. {The) AA/Stable/-- 1
Nicor Gas Co. AA/Stable/A-1+ 2
Nicor Inc. AA/Stable/A-1+ 3
Washington Gas Light Co. AA-/Stable/A-1+ 2
WAGL Holdings Inc. AA-/Stable/A-1+ 3
New Jersey Natural Gas Co. A+/Stable/A-1 1
Aqua Pennsylvania A+/Stable/-- 2
KeySpan Energy Delivery Long Island A+/Negative/-- 1
KeySpan Energy Delivery New York A+/Negative/-- 1
Elizabethtown Water Co. A+/Negative/-- 2
California Water Service Co. A+/Negative/-- 3
Questar Gas Co. A+/Negative/-- 3
Southern California Gas Co. A/Stable/A-1 1
Boston Edison Co. ' A/Stable/A-1 1
Commonwealth Electric Co. A/Stable/-- 1
Cambridge Electric Light Co. A/Stable/-- 1
NSTAR A/Stable/A-1 1
Massachusetts Electric Co. A/Stable/A-1 1
Narragansett Electric Co. A/Stable/A-1 1
Northwest Natural Gas Co. A/Stable/A-1 1
Connecticut Water Service Inc. A/Stable/ - 2
Connecticut Water Co. (The) A/Stable/ -- 2
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Aguarion Co. A/Stable/-- 2
Aguarion Water Co. of Connecticut A/Stable/-- 2
NSTAR Gas Co. A/Stable/-- 2
Piedmont Natural Gas Co. Inc. A/Stable/A-1 2
National Grid USA A/Stable/A-1 2
Consolidated Edison Co. of New York Inc. A/Stable/A-1 2
Orange and Rockland Utilities Inc. A/Stable/A-1 2
Rockland Electric Co. ~ A/Stable/-- 2
Consolidated Edison Inc. A/Stable/A-1 2
Laclede Gas Co. A/Stable/A-1 3
Laclede Group Inc. A/Stable/-- 3
Atlantic City Sewerage Co. A/Stable/-- 3
Niagara Mohawk Power Corp. A/Stable/-- 3
Central Hudson Gas & Electric Co. A/Stable/-- 3
American Water Capital Corp. A/Negative/ 2
Boston Gas Co. A/Negative/-- 2
Colonial Gas Co. A/Negative/-- 2
Middlesex Water Co. A/Negative/-- 3
York Water Co. (The) A-/Stable/- 2
Alabama Gas Corp. A-/Stable/-- 2
Atlanta Gas Light Co. A-/Stable/-- 2
Public Service Co. of Narth Carolina Inc. A-/Stable/A-2 2
Wisconsin Gas Co. A-/Stable/A-2 2
North Shore Gas Co. A-/Stable/A-2 2
Peoples Gas Light & Coke Co. A-/Stable/A-2 2
ONEOK Inc. -+ A-/Stable/A-2 6
Indiana Gas Co. Inc. A-/Negative/-- 1
Southern California Water Co. A-/Negative/-- 3
American States Water Co. A-/Negative/-- 3
United Water New Jersey A-/Negative/-- 4
United Waterworks A-/Negative/-- 4
PPL Electric Utilities Corp. A-/Negative/-- 4
Commonwealth Edison Co. A-/Negative/A-2 4
PECO Energy Co. A-/Negative/A-2 4
Central lllinois Public Service Co. A-/CW-Neg/- 3
Waestern Massachusetts Electric Co. BBB+/Stable/- 1
Cascade Natural Gas Corp. BBB+/Stable/-- Vi
South Jersey Gas Co. BBB+/Stable/- 2
Baltimore Gas & Electric Co. BBB+/Stable/A-2 3
Connecticut Natural Gas Corp. BBB+/Negative/-- 3
Southern Connecticut Gas Co. BBB+/Negative/-- 3
Central Maine Power Co. BBB+/Negative/-- 3
Atlantic City Electric Co. BBB+/Negative/A-2 3
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Potomac Electric Power Co. BBB+/Negative/A-2 3
Delmarva Power & Light Co. BBB+/Negative/A-2 3
Yankee Gas Services Co. BBB+/Negative/-- 3
Connecticut Light & Power Co. BBB+/Negative/-- 3
UGI Utilities Inc. BBB+/Negative/-- 4
Bay State Gas Co. BBB/Stable/-- 2
AEP Texas Central Co. BBB/Stable/-- 2
AEP Texas North Co. BBB/Stable/-- 2
Southwest Gas Corp. BBB-/Stable/-- 3
Columbus Southern Power Co. BBB/Stable/-- 3
Ohio Power Co. BBB/Stable/-- 3
Public Service Electric & Gas Co. BBB/Stable/A-2 3
Oncor Electric Delivery Co. BBB/Negative/-- 2
Southern Union Co. BBB/Negative/-- 3
Centerpoint Energy Houston Electric LLC BBB/Negative/-- 3
CenterPoint Energy Resources Corp. BBB/Negative/-- 3
Duquesne Light Co. BBB/Negative/ 4
Duquesne Light Holdings Inc. BBB/Negative/ -- 5
TXU Gas Co. BBB/CW-Dev/-- 3
Jersey Central Power & Light Co. BBB-/Stable/-- 4
Metropolitan Edison Co. BBB-/Stable/-- 4
Pennsylvania Electric Co. BBB-/Stable/-- 4
Texas-New Mexico Power Co. BB+/Stable/-- 4
AmeriGas Partners L.P. BB+/Stable/-- 7
NUI Utilities Inc. BB/CW-Dev/-- 4
Suburban Propane Partners L.P. BB-/Stable/-- 8
Star Gas Partners L.P. BB-/Stable/-- 8
SEMCO Energy Inc. BB-/Negative/-- 5
Ferreligas Partners L.P. BB-/Negative/-- 8
Potomac Edison Co. B/Stable/-- 3
West Penn Power Co. B/Stable/-- 3
lllinova Corp. B/Negative/-- 7
NorthWe